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In the Record 


The Terrific Pace of the News 


As we go to press with Number 12 of the 1950 volume, it 
seems even more difficult than usual to keep facts and outlook 
up to date. These days we must practically close our eyes 
when giving the okay to print and trust that the issue will 
reach our readers while its contents are still timely. 

It is, ironically, this very possibility that the news may 
have outstripped us that gives us some reassurance. For a 
look backward over recent issues convinces us that in the 
main The Business Record articles have been timely. Our 
special Korea number (August) is a case in point. And those 
timely articles in the following issue (“What Pace Mobiliza- 
tion ?” “Financing Our Freedom,” and “Can Prices Be 
Immobilized ?”’) are still worth reading. 

So, too, we believe there is meat and substance in this 
issue’s “Green Light for Defense Orders” (page 450) and in 
the auxiliary Business Highlights article, “Outlook for the 
Metals and Rubber” (page 453). And while events may occur 
while the publication is on the press that will hasten our 
steps, the direction in which we are heading is clearly and 
definitely indicated in these articles. A nontechnical summary 
of National Production Authority orders and regulations so 
far issued is given on page 457. 
e 


No Letup on Inflation 

We are faced with a constant need to do battle to keep 
inflation in bounds. In this battle, the role of the Federal 
Reserve System is described on page 462 by Chester C. Davis. 
Listing a number of possible measures, he points out the 
place for a restrictive monetary policy in a total program. 
Higher taxes and increased savings are musts, he says, if we 
intend seriously to rearm. . . . 

Incidentally, last month’s article on “Understanding In- 
flation” was enthusiastically received as one of the clearest 
that has appeared anywhere on the subject . . And we 
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might as well add that some readers found “WAGES UP— 
any way you measure them,” in the October issue, the 
simplest and clearest presentation they had seen of the whys 
and wherefores of wage measurements. 


What about Excess Profits Taxes? 


As we go to press, Congress is considering its own version 
of an excess-profits-tax bill. This one calls for a yield some- 
what under the EPT proposal made by Secretary Snyder. 
Who would pay excess-profits taxes is discussed in text and 
charts starting on page 468. In this article, industry com- 
parisons are made on the basis of income earnings. A look at 
the World War II period is taken to discover how much 
revenue the government actually obtained from EPT. Several 
technical problems are also looked into . 

Manufacturers who contribute to this month’s survey of 
business practices know something about the excess-profits tax 
from several years of experience with its workings. They don’t 
quarrel with the objective—elimination of profit from war 
and need for more revenue for defense. But they almost 
unanimously condemn the EPT as a means to the end in 
the present situation. Even the few executives who favor the 
EPT do so only because they believe the alternatives less 
desirable or less feasible (page 475). 


In Place of ECA? 


A short but significant discussion of our relatively new 
foreign arms aid program is given on page 458. Appropria- 
tions, rather suddenly accumulating, give the program im- 
pressive scope. Most of the plan, to be sure, is still in project 
phase aad events may quickly alter it—way up or way down. 
As an aid program, it might make the rearming of our allies 
less susceptible to inflationary pressures within their own 
borders . 


Business Highlights 


GREEN LIGHT FOR DEFENSE ORDERS 


OR MONTHS NOW, business has been watch- 
Fin for the day when the defense program would 

seriously affect civilian output. That day now 
seems close at hand. In its growing list of orders the 
National Production Authority has used the phrase: 
“beginning January 1, 1951.” So, New Year’s Day 
may usher in a truly new year for American business 
and consumers. 

On that day, civilian consumption of aluminum, 
copper, zinc, nickel and natural rubber will be sharply 
curtailed; steel allocations for freight cars and ore 
boats will take effect; many “DO” orders will go to the 
head of production schedules. 

Consequently, the New Year will bring some dis- 
ruption in output and some layoffs. Just how much 
unemployment (lately only 2 million) the shifts will 
cause is difficult to predict. In some cases, the slack 
will be taken up quickly. But until rated output 
(both military and essential civilian) takes up such 
production slack as does develop, unemployment may 
not decrease much. 

A couple of factors may intensify the disruption. 
For one thing, most of the nonferrous metal saved by 
paring civilian use will go directly into the govern- 
ment’s stock pile. And, without creating substitute 
employment, stock piling causes layoffs by reducing 
the flow of materials to consumers’ goods makers. 
For another, areas where most of the layoffs occur 
are not likely to coincide with regions where skilled 
labor is in short supply. That would mean temporary 
pockets of unemployment in some areas—stringent 
labor markets in others. 

But as armament picks up, utilization of manpower 
and materials is expected to strain available supplies. 
This, after all, is the reason why inflation is feared 
and why the problem of controls has been, and is, 
holding the center of the economic stage. 


DEFENSE DOLLARS DIFFER 


Last war’s experience made planners acutely aware 
that war outlays do not affect supply and demand, 
and hence price, in precisely the same way. Most 
importantly, a dollar spent for a soldier’s pay has a 
much different effect from a dollar spent on munitions. 
The pay dollar becomes a part of total purchasing 
power, but does not cut the availability of civilian 
goods. The munitions dollar, however, may do both. 
It creates income for individuals and corporations, 


but, if the economy is fully employed, as now, civilian 
output must be cut to free facilities for arms produc- 
tion. Therefore, munitions spending tends to be more 
inflationary than “pay” spending.t 

Other defense outlays tend to fall in between. They 
all keep up or raise demand, but have varying effects 
on supply. Food and clothing outlays are much like 
pay; maintenance and operation of military installa- 
tions are more like munitions spending in their effect 
on the supply of civilan goods.” 

Per dollar of government spending, stock piling ap- 
pears to have the greatest contracting effect on civil- 
ian output. By taking strategic materials out of the 
economy, it may cause severe bottlenecks and consid- 
erable disruption. A stock-piling outlay may cause 
cutbacks in civilian goods production of many times 
its amount.® 

Of course, the inflationary impact of munitions and 
stock-piling spending depends on what and when the 
money is spent. Stock-piling purchases of copper 
when automotive stocks are very low may affect out- 
put more than a similar purchase when inventories 
are high. Foreign military aid appropriations call 
for spending on machine tools in amounts equivalent 
to a significant part of a whole year’s output of our 
machine-tool industry. Clearly, timing of expendi- 
tures in this case will be of the utmost importance. 


PRESSURES ON THE ECONOMY 


It is difficult, if not impossible, to trace the impact 
of military spending in each possible instance. But 
some idea of what pressures current spending plans 
may place on the economy can be gleaned from a look 
at aggregate figures. In the last months of 1950, 
spending for procurement (including foreign-arms aid 
and stock piling) is running at less than $4 billion an- 
nually. But the money now in sight for these items 
for the fiscal year ending June 30, 1951, indicates a 
very sharp rise in the rate of spending. (See chart.) 


1Pay spending, of course, could also disrupt civilian production if 
inductions into the armed forces depleted the civilian labor force. 
But currently many of the younger men subject to induction are 
outside the labor force. Some expansion of the labor force from per- 
sons not now working or looking for a job is also likely. ‘ 

*Business expenditure on plant expansion would curtail civilian” 
supply only while the plant is being built and add to the supply when 
finished. a 

§Stock piling may also cut demand as well as supply. Fewer 
to fabricate and service at the various levels of manufacturing and 
distribution may mean lower wages and profits. To this extent stock 
piling may also exert deflationary influences. 
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Appropriations for Defense Department, stock pil- 
-ing and foreign military aid so far total $32 billion. 
More than $16 billion is to be devoted to pro- 
-curement alone.t Roughly, $10 billion is slated for 
military goods; $0.7 billion for material stock piling 
_and close to $6 billion for arms aid abroad.? Addi- 
tional appropriations for the fiscal year 1951 will be 
asked for soon. As much as $20 billion has been 
discussed, and much of it would go for procurement. 
So total contract-letting authority for military hard- 
- ware and stock piling for the period ending in mid- 
1951 may top $25 billion. Faster rearmament 
prompted by the recent turn of events in Korea might 
add still more. 


HIGH HARD-GOODS TOTAL 


Of course, all that money may not be obligated by 
the end of June. (As of October 31, $8 billion in 
contracts had been let.) But even if the substantial 

portion—say $20 billion—goes out in contracts, a 
considerable amount of producing capacity is going 
to be tied up. The total value of all factory output 


1Munitions spending shown on chart includes maintenance and 
operation of military installations in addition to procurement and 
foreign-arms aid. For consistency with World War II figures, stock 
piling was included with war munitions. 


*See story, p. 458. 
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of durable goods in this record year of 1950 may, at 
the final reckoning, add up to $100 billion.t 


EFFECT OF RETOOLING 


The impact of spending for stock piling may be 
felt right after January 1. But the effects of military 
production may be delayed, since rapid technological 
advances have made a good deal of World War II 
equipment and producing techniques obsolete. By 
the fall of 1951, and perhaps even sooner, direct mili- 
tary production—not stock piling and retooling alone 
—may sharply reduce supplies which would otherwise 
have gone to civilians. 

The effects can best be gauged by tracing the 
probable impact on the supply of basic materials. 
(See story on page 453.) 

The flow of major materials to civilian industries 
in the coming year is likely to be radically different 
from what it was recently. Durable consumer goods 
industries will be faced with these problems: altering 
their use of materials in conformance with what is 
available; finding substitute materials; and cutting 


1This does not mean that if munitions spending is at a rate of $20 
billion annually by midyear, 20% of producing facilities are making 
munitions. Because of the details of fabrication and the rigid speci- 
fications, roughly about $1.50 of munitions is equivalent to $1.00 
of civilian goods. That means that $20 billion of munitions would 
be only about 13% of capacity. 


Munitions Spending Takes Bigger Share 
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sistors and speakers. Nickel and copper could be sub- : 
stituted in some cases, but even if these metals were 
in good supply, the cost of substitution would be high. - 


output when neither of these works. These alternative 
situations may arise step by step, or all at once. 


IMPACT ON CONSUMERS’ GOODS 


The cutback in materials flowing to automakers 
will not be uniform. Steel supplies appear to be in for 
20% reductions during the first half. Enough rubber, 
glass, and cotton goods will probably be avail- 
able (though the quality of tires may decline). And 
lead for storage batteries may be only a minor prob- 
lem. However, aluminum use is scheduled for a 40% 
reduction from current levels, and the decline in cop- 
per and brass use may be more than 25%. Shipments 
of nickel for chrome finishes have already been cut 
50% by nickel producers. 

Just how much of a cutback in automobile output 
this adds up to is difficult to say. If all materials 
that go to make up a car had to be used in unalterably 
fixed quantities, the 50% cut in nickel supplies would 
mean a necessary halving of auto production. But 
chrome finishes are expendable. Aluminum paint or 
plastics could be substituted, or brightwork elimi- 
nated entirely. 


Aluminum and Copper 


Two basics, aluminum and copper constitute a some- 
what more difficult problem. No substitute for alu- 
minum in hydraulic brake cylinders has been found, 
or for copper in radiators. But most aluminum and 
copper used in other parts of a car can be substituted 
with more readily available metals. Aluminum, for 
example, is used in engine pistons and copper for 
brightwork. But pistons can be made of cast iron, 
and the copper coat on chrome finishes eliminated. 

To what extent substitutions will be made and 
assemblies maintained remains to be seen. But re- 
duction in automobile output during the first half of 
1951 owing to aluminum and copper shortages may 
not exceed 25% of current levels. 


Other Consumers’ Durables 


The materials situation differs for other consumers’ 
goods. The output of all-aluminum or all-copper 
utensils will, of course, drop proportionately with 
aluminum and copper supplies. Refrigerator, stove, 
washing-machine and vacuum-cleaner makers will feel 
the steel pinch, while shortages of other metals 
may mean considerable substitution and some cut- 
backs. 

Radio and television output is running into trouble. 
Shortages of aluminum, copper and electronic tubes 
are less important than the recent NPA order restrict- 
ing cobalt use for civilian goods. Cobalt is essential to 
the manufacture of electronic components such as re- 


Estimates of cutbacks in electronic equipment run 
to as high as 25% to 40% owing to the shortage of 
cobalt alone. 


CONTROLS 


The irregular cutback in the flow of materials go- 
ing to consumers’ goods raises some doubt of the suc- 
cess of selective controls in channeling supplies. 

If, for example, aluminum and copper shortages 
pare automobile output 25% during the next six 
months, what happens to the plate glass slated for 
automobiles? Presumably it could be redirected to 
other uses. But the other major use of plate glass 
is for construction, which is also being cut back. 

Hence the prospect for the short run is a surplus 
of resources to produce plate glass and a shortage of 
nonferrous metals. 

‘In the next few months, problems of this sort 
will arise here and there. The NPA may try to re- 
solve them case by case, but, as armaments output 
increases, problems of acute shortages alongside sur- 
pluses will begin to cluster. They are almost impos- 
sible to avoid under a system of partial controls. 

Control of end-product output alone might not be 
a solution. Cutting automobile assemblies enough to 
free the necessary amount of aluminum for defense 
needs will cut the need for plate glass, and the situ- 
ation is precisely the same as before. 

Full control of output and distribution of all basic 
materials and perhaps manpower may be tried to 
iron out the difficulties. That would entail adjust- 
ing the composition of shipments of aluminum, cop- 
per and glass so that the proportions going to each 
industry would closely fit the peculiar needs of that 
industry. 

If, for example, the amount of aluminum available 
to automakers had to be cut back, proportionate re- 
ductions in supplies of other materials would have to 
be ordered. If some supplier of materials were then 
left with excess resources, some attempt might be 
made to find new users or to divert some of the man- 
power and machines to other areas where critical 
shortages had arisen. 

Just how much control over materials and man- 
power we may get will probably be determined by 
the pace of mobilization. Some NPA officials expect 
some sort of over-all materials control program by 
July of next year. But the most recent arms speedup 
could bring over-all controls even sooner. 


ALAN GREENSPAN 
Division of Business Economics 
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‘How Metals Were Used before Korea 
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Outlook for the Metals and Rubber 


XPANDED defense calls for a large amount of 

steel. Extensive retooling, however, will be neces- 
sary before absorption by armaments can really begin. 
Military requirements over the next six months are 
expected to run between 1.5 million and 2.0 million 
tons of finished steel. That may equal 4% to 5% of 
total output. Military needs, currently, are taking 
about 4%. So the net increase in requirements may 
be only a few hundred thousand tons at most. 


Rated civilian steel needs may add another 3 mil- 
lion tons to requirements.! The 10,000 per month 
freight-car building program will require about 925,- 
000 tons in the first quarter of 1951—and perhaps 1 
million tons in the second quarter if new cars reach 
12,500 a month, as some expect. A locomotive build- 
ing program would mean still more rated tonnage. 
A doubling of present steel shipments to railway 
equipment makers, or a net addition to demand of 


1Provided that allocation programs now under study at NPA are 
promulgated soon. 
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about a million tons for the first half of 1951, is in- 
dicated. 

Steel needs for oil and gas output and distribution 
are figured at 5.5 million to 6 million tons for the 
first six months of next year—or about 0.8 million 
tons above the current rate. 

More steel for public utility expansion, agricul- 
tural grain bins, iron and steel furnace building, ore 
and inland water barges and the Atomic Energy Pro- 
gram may add an additional half million tons to 
demand. 

These nonmilitary expansion projects are only a 
part of an over-all program to increase industrial 
plant and equipment. A recent McGraw-Hill survey 
of planned capital outlays indicates that expenditures 
for 1951 are expected to top 1950 outlays by 10%. 
In general, steel requirements for mining, industrial 
construction, machinery and trucks are likely to top 
present use. Mill shipments to shipbuilders may 
also increase. 
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More Steel Capacity 
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beginning of the year; 1950 figure shown for both January 1 and July 1; broken 
line indicates planned totals 


Source: American Iron and Steel Institute 


Steel demand for these essential uses is expected to 
grow more rapidly than supply and so less steel will 
be available for automobiles, appliances, office equip- 
ment, food containers, housing and exports. 

Exports in the most recent months have averaged 
about 3% of total shipments, the lowest percentage 
in years. Even if they were reduced, no great saving 
of steel would result. A cut in tinplate for food con- 
tainers doesn’t appear likely. Tin-can sizes may be 
standardized and certain uses prohibited, but that 
would not pare off very much steel. That leaves auto- 
mobile, office equipment, appliance makers and home 
builders in for the biggest cuts. 

The size of the cuts will depend a great deal on 
how swiftly steel output can be augmented. For ex- 
ample, if the total supply of finished steel does not 
change through the first half of next year, total steel 
available to these unrated producers may fall about 
25% from current levels for the whole six-month pe- 
riod, and perhaps as much as 30% by midyear. But, 
if 550,000 tons of finished steel are added to supply in 
the first half of 1951 (which is what present plans 
call for), cuts in shipments to unrated producers 
might fall only 20% for the half year, and about 25% 
by mid-1951. 

SUPPLY 


Planned capacity additions could supply 750,000 
tons more ingots and castings during the next six 
months than are presently being turned out. But 
whether actual capacity output is achieved depends 
on the availability of ore and no abnormal number 
of furnaces in need of repair. 

Even if 750,000 tons of ingot steel are added to 
supply, corresponding increases in finished steel de- 
pend on the maintenance of the present yield from 


ingots. However, there might be an increase in the 
amount of scrap that accumulates in the process of 
turning the ingots into steel products. 

So it is not sure that exactly 550,000 additional 
tons of finished steel will be available. (The figure is 
an average yield of 74%.) So all that can be said 
is that supplies to unrated producers are likely to fall 
20% to 25% during the first half. 

There might be some tightness in some products, 
especially plate. Here requirements can probably be 
met by using some excess plate-rolling facilities; if 
necessary, some continuous strip mills could be con- 
verted. 


Aluminum Demand 


Of all the major materials, aluminum is going to 
be affected most by the rearmament program. Stock- 
piling goals for the first half of 1951 run to 100,000 
tons of pig and ingot, or 15% of current output. 
Wrought shapes and castings required for aircraft 
and other armament programs? call for another 100,- 
000 tons semiannually. But industry probably will 
not be geared for months to consume metal at that 
rate. 


Aluminum Output on Way Up 
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The NPA’s curtailment of this record civilian use 
is therefore going to assure a large flow of the metal 
to stock piles. 

Order M-7? restricts most civilian use after January 
to a rate of 69% of consumption in the first half of 
1950. Total shipments of fabricated shapes during 
that period were 480,000 tons. Subtracting about 4% 
then going to the military and roughly 10% going 
for power transmission equipment (exempt from the 


1The new super bazooka is constructed almost entirely of aluminum 
tube. 
*Revised. 
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order) would leave about 410,000 tons; 69% of that 
lis roughly 280,000 tons. 

_ Figuring exemption of hardship cases and some non- 
compliance, actually unrated aluminum use will prob- 
ably be closer to 300,000 tons, and may even go 
above 320,000 tons. Stock piles will absorb the dif- 
ference between this figure and the other uses now 
in sight. Aluminum cable, wire and bus bar for power 
transmission will use up about 50,000 tons. 

Another 75,000 tons for military use during the first 
half would bring total fabricated aluminum use to 
425,000 tons. 

But if aluminum-products use runs to about 425,- 
000 tons during the first half of next year, that will 
mean ingot requirements of about 525,000 tons.? Since 
ingot supply may run to over 600,000 tons, stock 
piling could be in excess of the planned 100,000 tons, 
for the government will undoubtedly take all alumi- 
num not otherwise tied up. 

If run at capacity, present reduction facilities are 
geared to turn out about 375,000 tons of primary ingot 
during the next six months. The expansion program 
ds large, but new facilities are not expected to become 
operative -before July. Imports of primary metal 
(mostly from Canada) may add another 100,000 
jtons. Production of an additional 125,000 tons to 
1Regulations on unrated use may be changed. The program for 
aluminum use for power transmission has still to be worked out, 


Jallocations for machinery may also be ordered, and actual military 
lrequirements are still to be determined. 


*There are so many diverse forms and shapes with varying degrees 
of specifications that the yield could vary considerably. Bureau of 
[Mines figures indicate apparent new purchased scrap runs to about 
20% of ingot. No adjustment for home scrap is necessary since 
only production from purchased scrap is included. 


Little Slack in Copper Supplies 


COPPER PRODUCTION 
BY SOURCE OF METAL 


1940 1945 1950 


Thousands of short tons 

*Includes secondary copper recovered from old scrap only and copper content 
of copper sulfate produced by refiners 

Note: 1950 figures are for the first six months at an annual rate 


Sources: Bureau of Mines; Tor ConreRENcE BoarpD 


BUSINESS RECORD 


455 


175,000 tons of ingot may be counted on from second- 
ary metal if sufficient scrap is available.t 

The aluminum supply-demand situation may be 
different in the second half of 1951. New primary 
capacity may add up to 50,000 tons to supply during 
the July-December period. Larger supplies from 
Canada are expected. Scrap, however, is not plenti- 
ful and expansion of secondary output, if any, may 
not be large. 

On the demand side, aircraft assemblies will be 
taking a lot more aluminum. But stock-pile goals are 
only 50,000 tons for the second half, so unrated alu- 
minum users may not be cut back much further than 
in the first half. There is even a possibility of more 
metal for consumers’ goods than in the first half. 


Copper and Brass 


The copper picture is much like that of aluminum. 
Stock piling is currently taking 20,000 tons of refinery 
shapes per month and may soon be increased to 30,000 
tons. Plans evidently call for stock piling from 
120,000 tons to 150,000 tons during the first half of 
1951. Military demand for brass and wire mill prod- 
ucts may equal another 75,000 tons during the six- 
month period.” 

As with aluminum, the actual tonnage going to 
the government stock pile will be determined by what 
is left over after permitted civilian and military use 
are taken care of. 

Permitted civilian consumption of brass and wire- 
mill products might equal about 80%, or even less, 
of consumption during the first half of 1950. 

The recent order permits 85% of base-period use 
for January and February and 80% for March. 
Sharper cuts seem likely for the second quarter. 

Civilian use of such products during the base period 
was about 775,000 tons. Assuming permitted use of 
80%, that would mean consumption of about 620,- 
000 tons during the first half of 1950. But exemption 
of hardship cases and some noncompliance is apt to 
bring actual use to about 650,000 tons. Even so, 
that is a cut of nearly 25% from current levels (which 
are higher than the base-period average). 

If permitted use was only 75% of the base period, 
the drop from current levels would be nearly 30%. 

Apart from brass and wire-mill products use, the 
present regulation permits 100% of base-period con- 
sumption of foundry products during the first three 
months of 1951. If the regulation is extended to the 
whole first half, consumption of foundry products 
would be about 200,000 tons. (Military needs are 

1A bout 25,000 tons to 50,000 tons are usually melted at primary 
plants, the remainder at secondary smelters and foundries. 


2During the last war, the major part of total military requirements 
was for brass strip for ammunition. 
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small.) Since the current rate is probably closer to 
250,000 tons, a 20% cutback is expected for castings. 

Adding 75,000 tons for military use would bring 
total fabricated copper and brass use to about 925,- 
000 tons, or an equivalent of 1,170,000 tons in refinery 
and ingot-maker shapes. 

Supplies of crude metal for the first half of 1951 
may not increase greatly from those of the first half 
of 1950. Domestic mine production of copper during 
the first six months of this year was about 475,000 
tons. Some pickup might come from high prices. If 
subsidies are resorted to, additional high-cost mines 
might produce, although most marginal mines are 
already in operation. 

Imports were about 165,000 tons. New African 
mines may add some metal to world supply, but 
European consumers are also bidding strongly in 
the world copper market. 

In addition to this 640,000 tons of copper channeled 
through primary refineries, production from scrap at 
these plants was roughly 70,000 tons. Metal pro- 
duction from scrap by smelters, foundries, and 
brass mills was about 600,000 tons? during the first 
half of 1950. Owing to the tightness in scrap mar- 
kets, any considerable increase in output for next 
year is unlikely. 

Taken together, then, the total crude metal supply 
during the first half of this year was about 1,300,000 
tons. Figuring roughly that that much metal will be 
available during the first half of 1951, a simple sub- 
traction of demand from supply indicates that 130,000 
tons of metal may be available for stock piling during 
the next six months. 

Although cutbacks in consumer use of copper in 
the next few months will not be so severe as in alu- 
minum, in the long run unrated copper use may fall 
further than that of aluminum. Increased military 
demands may mean greater cutbacks because of the 
difficulty of expanding the supply of copper ore and 
scrap. 

Aluminum shortages on the other hand are owing 
to insufficient reduction capacity. And the large ex- 
pansion program in that industry may partially solve 
that problem. A 


Other Metals 


The demand for zinc, tin and nickel is closely tied 
to that for the three major metals. (See charts.) 
Hence the apparently insatiable demand for steel, 
copper and aluminum is being reflected in order 
placements at nonferrous smelters. Zinc is in very 
short supply, and galvanizing operations at many 
steel mills have had to be curtailed. Government 

1The scrap loss in producing brass and wire-mill products was 
assumed at 25%; no adjustment was made for foundry products. 

2Includes 78,000 tons of slab zinc consumed at brass mills. 


stock piling of about 15% of slab zinc output is aggra 
vating the situation. Shortages and high prices 0 
tin are restricting tin plating. Here, too, govern 
ment stock piling and heavy world demand are pres- 
suring prices. Unavailability of sufficient nickel 1 
going to curb brightwork on automobiles. More seri 
ous is the fact that alloying problems in steel ar 
beginning to be felt. To economize on nickel, more so 
called NE low-alloy steels will be used.’ 

The supply bottlenecks in these critical materials 
occur mostly at the raw materials level. Most o 
our zinc ore comes from domestic mines, but nickel 
and tin are imported. The available tin supply is 
further clouded by unsettled conditions in southeast 
Asia. Any over-all increase in supplies in the short 


run is unlikely. . 
: 
: 


Rubber 


Enough rubber for civilian, military and stock- 
piling? needs should be available during the next six 
months. A much larger proportion of synthetic rub- 
ber in civilian goods is, however, in prospect. . 

The NPA is expected to order a cut in natural rubber 


Tt was found in the last war that less nickel could be used to 
obtain certain desired chemical properties in steel, provided small 
amounts of molybdenum and chromium were used in conjunction. 


°Stock-piling goals have not been revealed, but an estimate can be 
derived from the recent order holding civilian and military use of 
natural rubber to 110,000 tons in the first quarter. Third quarter, 
1950, imports of natural rubber (including latex and guayule) were 
about 200,000 tons. Some increase in imports for the first quarter 
1951 is possible. Industry estimates run to about 225,000 tons. 
If 110,000 tons of industrial consumption are subtracted, about 
115,000 tons more to the stock pile (already estimated at about 
500,000 tons) results. This does not mean that present government 
plans call for stock piling of 115,000 tons. Government estimates 
of natural rubber supply may differ from industrial estimates. 


More Synthetic Rubber in 1951 


CONSUMPTION OF NEW RUBBER 


0 & 
1940 1945 1950 
Thousands of long tons; 1950 figures are for the first nine months at an annual 
rate ‘ 
Source: Rubber Manufacturers Association 
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use for both military and civilian uses to 40,000 long 
tons in January, and to 35,000 tons in both February 
and March. Assuming the same rate of allowed use 
in April, May and June as in March, total permitted 
juse in the first half will be 215,000 tons. The differ- 
sence between natural rubber supplies and industrial 
muse will go to government stock piles. 


of 1951 is likely to be small. Permitted civilian use 
may therefore be about 200,000 tons. 

_ Reactivation of mothballed synthetic facilities is 
likely to bring annual capacity to about 930,000 long 
‘tons by spring. Gradual additions throughout the 
first six months of 1951 could bring total output to 
about 450,000 tons. But plants are having trouble 
igetting sufficient raw materials to work even present 
‘capacity. 

The basic ingredients of GR-S synthetic (three 
fourths of total synthetic) are butadiene and styrene. 
More butadiene will become available as alcohol from 
‘France is imported beginning in January. Addi- 
‘tional supplies will be made available from domestic 
beverage producers who can expand output if neces- 
sary.! 


SYNTHETIC PROBLEMS 


| Styrene is made from benzene, which is in short 
isupply. Not much more benzene can be expected 
from steel industry coke ovens, or imports. New 
processes may boost benzene output from petroleum 
-and coal, but the sources may not supply enough to 
solve the shortage problem. More benzene may be 
obtained from diverting use from plastics or nylon 
| production.? 

| With bottlenecks in the availability of butadiene 
and styrene in the offing, the output of synthetic rub- 
ber may be less than 450,000 tons during the January- 
June period. 


Allowing for about 40,000 tons of synthetic ear- 
marked for the military, total civilian supplies will 
probably be somewhat below 400,000 tons. Since 
industry estimates its needs for new rubber (both 
‘natural and synthetic) at about 600,000 tons for the 
first half, it appears that no severe shortages of rubber 
are in sight. 

- However, the apparent proportion of natural to 
total available supplies is only one third. Considering 
that in the first nine months of 1950, civilian rubber 
use was 60% natural and 40% synthetic, some decline 
in quality of rubber products is likely. Heavy duty 

1In recent months beverage producers have been supplying signi- 


ficant amounts of alcohol for the synthetic rubber program. It is 
expected that imports may now take care of almost all defense needs. 
2Another possible solution to the butadiene and styrene shortages 
was announced recently by a major rubber company. They claim 
to have a process which could almost immediately boost the GR-S 
output 22% without increasing butadiene and styrene stocks. 
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tires require large proportions of natural rubber, 
the percent of natural in passenger tires is apt to drop 
below 33%. 

_ In the event of war in Asia (most of our natural 
tubber comes from Indonesia and Malaya), supplies 
of natural rubber would be cut sharply. The picture 
would then change very markedly. A. G. 


Business Forecasts 


General 


Woodlief Thomas, economic adviser, board of governors, 
Federal Reserve System (in an address at the Outlook 
Conference, Department of Agriculture, October 30)— 
“Possible developments over the next year are illustrated 
by the accompanying table. . . . Defense expenditures are 
assumed to increase by an annual rate of about $20 billion 
by the second quarter of 1951 and to rise further thereafter. 
Aggregate output, independently of price changes, is assumed 
to increase by 8% to 10% from the second quarter of 1950 
to the second quarter of 1951, with industrial production 
rising by about one sixth in this period. 

“Model A assumes that direct controls will be limited 
and that most anti-inflationary measures will be applied in 
a moderate manner. No tax increases in addition to those 
recently enacted are assumed. Model B differs from Model 
A by assuming progressively more rigorous credit and fiscal 
controls and more extensive direct controls to channel ma- 
terials into war production, but does not assume general 
price and wage ceilings or consumer rationing. It assumes 
that another tax program yielding $9 billion or $10 billion 
of additional revenue, when fully effective, will be enacted 
early in 1951. 


Billions of dollars; seasonally adjusted at annual rates 


Estimated Projected 
8 Q 1950 8 Q 1951 
A Model B 
Gross national product.........'.........-. 284.0 333.1 318.7 
Government purchases of goods and services, 
POW RS Cee ont tants bites caro ieio 42.5 67.9 65.8 
Federal opis ayo h ase. ciasee te) cosiee as oberon 23.5 47.7 46.0 
Stateand: local. fan svaninccoe see enta. 19.0 20.2 19.8 
Gross private domestic investment.......... 49.0 55.7 61.1 
Net foreign investment..................-+ -3.0 -1.5 -2.0 
Personal consumption expenditures.......... 195.5 211.0 204.0 

Durable goodsssyayaee cae veces iat ab 31.5 26.0 25.0 

Nondurable goods and services............ 164.0 185.0 179.0 
Personal income... 6.24.5. ¢s0eeete cence: 224.0 259.1 250 .2 
Disposable income.................-6..00 204.0 232.7 292 2 
(Personal savings stone cent saree coleae! 8.5 21.7 18.2 


“The prospect is that federal cash receipts will approxi- 
mately equal cash disbursements during fiscal 1951 under 
Model A, but that calendar year 1951 will show a cash deficit 
of over $5 billion. In Model B, a cash surplus of over $1 
billion would be likely for fiscal year 1951 and a deficit of 
about $2 billion would be likely for calendar 1951.” 

Sumner H. Slichter, professor, Harvard University (in an 
address before the American Management Association, 
October 30)—‘“Although the size of the defense program 
and foreign military aid is uncertain, the increase in the 
outlay of the two by the end of 1951 is likely to be from 


(Continued on page 465) 


Billions for Foreign Arms Aid 


FROM ECA TO MDAP? 


N ARMS export program that in 1951 might 
A roughly equal 40% or more of our average ex- 
ports in 1950 is now under way. This phase of the 
government’s stepped-up defense plans should have 
an important impact on our trade relations as well 
as on our national economy. For it could mean as 
much as $5 billion of military and related goods in 
the pipe lines in 1951. 

The project only got started in the second quarter 
of 1950. By the end of August, the Department of 
Defense had obligated about $1.2 billion of its Mutual 
Defense Assistance Program funds, and contractors 
had started work on making the goods. By the end 
of June, $70 million had been shipped. In the mean- 
time, the rate of contract letting has been stepped up 
—a process that is expected to continue. 


GOALS ANALYZED 


Available appropriations for MDAP total $6.5 bil- 
lion. According to information that has been made 
public, goals for the aid! to be put on ships are as 
follows: 


© By December 31, 1950, more than $500 million of 
new goods, plus $200 million of excess stocks;? 

© By June 30, 1951, close to $2 billion of additional 
new goods, plus up to $500 million more of excess stocks; 

© By December 31, 1951, a maximum of $2.5 billion- 
$3 billion more of new goods. 

® An additional $322 million of production equipment 
and materials should be on its way or in process during 
1951. 


To reach the goal of $500 million worth of new 
goods shipped by December 31, 1950, would require 
an average of $70 million shipped each month since 
June (up to that month, $70 million was sent abroad) . 
Apparently, only about $32 million was exported in 
September, and about $21 million in August.2? Thus, 
if the December goal is to be reached, shipments 
might have to approach or reach a $100-million rate 
in the last three months. Such a movement would 


1Including packing, handling, crating, transport, and other aux- 
iliary costs. 

*Equipment that is over and above the mobilization requirements 
of the Armed Services. 

8There is difficulty in reconciling MDAP exports as reported by 
the Bureau of the Census with available MDAP shipments data 
reported by the Department of Defense. Partly, this is due to the 
distinction between new goods and excess goods and how they are 
valued as exports, and partly, no doubt, it is due to security reasons. 
The orders of magnitude, however, are reasonably in line. 
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equal 12% of our average monthly exports over the 
first nine months of 1950. (Some of these exports may, 
however, carry over to 1951.) 

For the first half of the calendar year 1951, a total 
movement of $2 billion is scheduled. If $500 million 
should go for special long-order goods, there would 
be about $250 million worth of goods! shipped in 
each of the six months. This would equal 31% of our 
exports. ‘ 

If, in all of the calendar year, $4 billion is shipped, 
1951 would see an average monthly export of $333 
million worth of new goods (or 41% of average Janu- 
ary-September, 1950, exports). Goods shipped out 
of excess stocks would be additional to those just 
mentioned. 


MOUNTING APPROPRIATIONS 

Shipments may not, of course, meet goals. Some 
of the end products will take many months to pro- 
duce, and this may mean an undetermined amount in 
process beyond stated time periods. The shipment 
goals, as given, however, are significant as represent- 
ing production commitments.” 

MDAP began with an appropriation, approved in 
the fall of 1949, of $1.3 billion for the fiscal year 1950. 
The signing of bilateral agreements with nations 
scheduled to receive assistance did not, for the most 
part, take place until the first months of 1950. It was 
almost summer of 1950, then, that the program really 
got under way. By that time, a further appropriation 
of $1.2 billion was made for the fiscal year 1950. This 
was followed, with the outbreak of the Korean war, 
by an appropriation of $4 billion more. 

So, with the lag in getting the program started and 
with the sudden mounting of appropriations, a $6.5 
billion program emerged practically all at once. In 
addition to new goods, the program also allows for 
shipment of excess goods to a value of $700 million. 
Processing and shipping costs, however, come out of 
the new-goods appropriations. 

Several other deductions must be made from the 
$6.5 billion to arrive at a new-goods total. One item 


10Or, to be more accurate, the dollar worth of goods plus other 
charges made to the appropriations. 

*Production is phased in with other Department of Defense re- 
quirements. Therefore, if domestic military needs necessitate addi- 
tional amounts of particular items, MDAP goods could be channeled 
to our own armed forces, 

3An additional $100 billion worth of contracts for which the re- 
ceiving nations are to reimburse the United States may be out- 
standing at any one time. 
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‘is administrative charges, placed at $41 million. A 
larger sum—one of $153 million—is to be devoted to 
purchasing military production from one ally for the 
benefit of another (this amounts to supplying dollars 
‘instead of equipment). About $350 million is to go 
for packing, handling, crating and transporting the 
“new goods. Adding all these figures to the undeter- 
‘mined amount needed for processing and shipping 
stocks would still leave a new-goods program of some- 
thing approaching $6 billion. 

One component of the program is an allowance of 
$493 million to supply production equipment and ma- 
terials to allied nations in order to hasten their own 
arms output. More than $16 million of goods coming 
under this category was already known to be in pro- 
cess early this year. That left about $475 million to 
»go. The $153 million to purchase other countries’ 
‘ military output is charged to this sum. About $148 
_ million, it is expected, will be spent for machine tools 
-and other equipment such as welding machines, 
chemical equipment, balancing machines, heat-treat- 
/ing equipment, electric furnaces and materials-han- 
' dling equipment. Financing shipments of metals and 
miscellaneous raw and processed materials is expected 
to take about $117 million. What is left is to go for 


Controls on 


LTHOUGH there is much speculation about the 
| kinds of restrictions to come, the controls which 
thus far have been placed over the American economy 
as a result of the defense emergency are basically on 
credit and materials. 

The credit controls—on housing and consumer pur- 
chases of durables—are fairly well known and under- 
stood. All the materials orders have been issued by the 
National Production Authority. The NPA has been 
established to institute and administer the priority, 
allocation, and inventory controls that it finds neces- 
sary. After determining material requirements for 
defense, civilian uses and export, it can institute ap- 
propriate controls to minimize the impact of .short- 
ages. Its objective is to provide supplies for military 
production and at the same time ensure no undue dis- 
ruption of supplies for civilians. 

In general, the NPA directives give civilian require- 
ments a residual claim on output. Priority for de- 
fense needs is established either by the issuance of pri- 
orities on available output, limitations on total con- 
sumption by civilian industries, and in some instances 
by definite allocation of tonnages to plants working on 
defense production. The volume of priority orders 
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patents, royalties and transport charges payable in 
dollars, and for related services. 


EFFECT ON TRADE 


If expenditures approach official plans and hints, 
then the figures given here may be taken as fair ap- 
proximations of the magnitude and pace of the Mili- 
tary Defense Aid Program. The plan as projected 
could not help but have a noticeable impact on our do- 
mestic economy. In addition, MDAP might alter 
our international trade position. Particularly, it 
could reverse recent downtrends in exports and thus 
make an import surplus in 1951 extremely unlikely. 

Some important qualifications must be made, how- 
ever. Other exports in 1951 may be reduced because 
supplies will tend to be absorbed by the domestic 
and the MDAP arms programs. United States export 
controls have recently been strengthened to help as- 
sure this outcome. In addition, our hitherto most 
important foreign aid program, ECA, has had about 
$1.5 billion less appropriated to it for the fiscal year 
1951 than for the preceding year. 


Lawrence A, Mayrr 
Division of Business Economics 


Materials 


essentially determines what is left for civilian output, 
and the producers and consumers of industrial raw 
materials must achieve a proper distribution of the 
remainder according to the broad policies laid down 
by the NPA. 

The orders and regulations so far issued are sum- 
marized below. 


Holding Down Inventories 


® Regulation No. 1 restricts additions to inventories be- 
yond what is needed to meet deliveries on the basis of cur- 
rent rates of operation. Inventory is generally regarded 
as excessive when the ratio to the current rate of operation 
is substantially greater than that maintained in the recent 
past. 

The limitations do not apply to imported material ac- 
quired before landing. If such imports raise a firm’s in- 
ventory to a level greater than allowed, deliveries from 
domestic sources are to be curtailed until the company’s 
inventory is down to permitted levels. 

The materials affected by this regulation include certain 
building materials, chemicals, forest products, iron and 
steel, metals and minerals, rubber and textiles. 


Have You a "DO"? 


© Regulation No. 2 provides for preferential ratings for 
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defense orders. Any firm assigned a DO (defense order) 
rating for procurement of essential material or equipment 
may extend the rating to its suppliers. The firm cannot use 
it, however, to obtain capital equipment. A supplier who 
receives a DO order must give it precedence over civilian 
orders. All DO orders have equal status and are filled in 
order of receipt. 


Under stated circumstances, a prime contractor or supplier 
does not have to accept a rated order. The person placing 
the order may, however, require a written explanation. If, 
in the case of a supplier, the reasons given do not satisfy 
the prime contractor, he may file a complaint with the NPA. 


DO ratings are granted by the NPA or by a government 
agency authorized by NPA. So far, priorities authority has 
been delegated to the Department of Defense, the Atomic 
Energy Commission, the National Advisory Committee for 
Aeronautics, and the United States Coast Guard. 


Canadian Cooperation 


® Regulation No. 3 extends the DO system to Canadian 
firms doing defense work so that they can obtain needed 
materials from United States sources. The Canadian prior- 
ity system, in turn, will give United States manufacturers 
priority access to needed materials available in Canada. 
Priority ratings will have equal standing in either country. 


The Canadian phase of the program is under the Projects 
Division, Department of Trade and Commerce, Ottawa. 


Some Leeway to the Producer 


NPA Order M-1 limits the number of priority orders any 
steel producer must accept. On a good many steel forms, 
the producer may turn down a rated order placed less than 
forty-five days before the first day of the month in which 
shipment is requested. 


On another list of products, the producer does not have 
to accept rated orders for shipment in any one month in 
amounts greater than specified percentages (5% to 25%) of 
average monthly shipments for the period January 1, 1950, 
through August 31, 1950. 

A person who is unable to place a DO order for steel 
may apply to the Iron and Steel Division of the NPA which 
will assist him in locating sources of supply. 


Aid for Freight-car Program 


To build 10,000 freight cars a month and provide for 
adequate maintenance and repair of used cars, approxi- 
mately 310,000 tons of steel products a month will be 
channeled to car builders and repair shops in the first three 
months of 1951. (Supplement 1, Order M-1.) 


The NPA will issue directives to certain steel producers 
to accept certified orders from builders and repair shops. 
These directives will specify the tonnage of each steel 
product to be shipped in the months designated. 


_A certified order from a company engaged in the con- 
struction or repair of freight cars or parts may not exceed 
the amount of steel actually required to complete orders 
and contracts on the books. The steel obtained may only 
be used for repair or construction of freight cars or parts. 
Steel delivered under this program will not be considered 
as produced under the DO system for the purpose of de- 
termining producers’ obligations under NPA Order M-1. 


For a Larger Great Lakes Fleet 


About 10,000 tons of steel are to be made available by 
steel producers each month in the first quarter of 1951 
for construction of Great Lakes cargo vessels. 
ment 2, Order M-1.) As in the case of the new freight-car 
program, a 45-day lead time is provided for. 


Safeguarding Rubber Supplies 


To assure adequate supplies of rubber for defense needs 


is the purpose of Order M-2. Total new rubber consumed by ~ 
any user for civilian purposes in November and December 


is limited to 84% of the average monthly amount used 
in the year ended June 30, 1950. The percentage for new 
natural rubber is lower. 


Companies using no more than 15,000 pounds in Novem- 
ber or December are not affected, providing their consump- 
tion for each of these months does not exceed average 
monthly consumption for the year ended June 30, 1950. 


(Supple- 


Importers of natural rubber latex must offer 10% of 
their imports in the fourth quarter for purchase by the 


government for stockpiling purposes. 


NPA will formally allocate available supplies of govern- 
ment-produced synthetic rubber. 


Columbium Steel 


The entire production of columbium bearing stainless steel | 


is reserved for defense needs under Order M-3. These 
alloys are primarily used in high combustion chambers and 
in the processing of certain chemicals. 


Ban on Recreation Building 


Construction of new buildings for amusement, recreational 
or entertainment: purposes is banned by Order M-4. The 
order does not affect construction already under way, and 
permits repair and maintenance of existing buildings as 
well as a limited amount of alteration and modernization. 

Exempted are small construction jobs not exceeding 
$5,000 in cost for any consecutive twelve-month period. 
Also exempted are construction projects of the Department 
of Defense and the Atomic Energy Commission. 


Distributing Aluminum Orders 


To provide for equitable distribution of defense orders 
among aluminum producers, fabricators, and distributors, 
Order M-5 sets a ceiling on the amount of defense orders 
that each of the above need to accept in any one month. 
Also, aluminum producers and fabricators do not have to 
accept rated orders placed less than sixty days before 
the first day of the delivery month. Ceilings on the various 
products roughly range from 15% to 40% of average 
monthly shipments in the first eight months of 1950. 


Steel for the Small Producer 


The small busincss firm is given consideration in Order 
M-6. This order stipulates that steel producers must deter- 
mine the amount of products that will be available each 
month after defense orders are filled. They are then to 
allot to each of their steel distributor customers quantities 
of each product in proportion to the amounts delivered to 
these customers during the first nine months of 1950... * 


Distributors may refuse DO orders for delivery in any 
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‘calendar quarter in excess of 30% of their average quar- 
terly shipments in the first nine months of 1950. This is 
‘to assure equitable distribution of defense orders among 
‘distributors and to prevent disruption of steel supplies to 
‘small business firms. Limitations are imposed on require- 
ments to accept DO orders for delivery to any one customer 
_at any time in excess of specified amounts. 


Restricting Nondefense Aluminum 


_ Beginning January 1, 1951, consumption of aluminum by 
users for nondefense purposes may not exceed 65% of their 
average quarterly use during the first six months of 1950. 
(Order M-7.) This order applies to users of specified alu- 
minum shapes and forms. It does not apply to aluminum 
producers, to persons who convert aluminum to forms or 
: shapes, or to persons who use aluminum in the production 
of other metals or alloys. Persons using less than 1,000 
pounds a year are exempted from the order. Aluminum 
_used for maintenance, repair, and operating supplies is per- 
‘mitted at 100% of the base period (first six months of 
} 1950). Inventories may not exceed a sixty-day supply or 
a practicable minimum working inventory, whichever is 
less. 


Close Watch on Tin 


Any person who produces, imports, or distributes any 
pig tin must file a monthly report on his production, entries, 
receipts, deliveries, inventories, and all other transactions 
in pig tin. Persons with an inventory of pig tin of less 
than 1,000 pounds on the first day of the month need not 
file a report. Order M-8 limits inventories of alloys or other 
materials containing tin (excluding ores and concentrates) 
to sixty days’ supply or a practical working inventory, 
whichever is less. 


Stretching Zinc Supplies 


Zine producers do not have to accept DO’s for shipment 
in any one month amounting to more than 10% of total 
scheduled production in that month. Zinc fabricators need not 
accept DO’s for any one month in excess of 15% to 20% 
of average monthly shipments of specified zinc shapes and 
forms during the first eight months of 1951. Zinc dealers 
‘may limit their monthly defense order shipments to 15% 
of the zinc shapes and forms available to them in that month. 
Producers and fabricators do not have to accept DO’s 
received less than thirty days before the first day of the 
delivery month. 


Cobalt to Minimum Needs 


Inventory limitations on cobalt are established by Order 
M-10. No person may receive a delivery of cobalt if it 
raises his inventory above minimum requirements for the 
succeeding twenty days on the basis of his currently sched- 
uled method and rate of operation. 


Cutback in Copper 


Order M-11 sets ceilings on the quantity of rated orders 
for copper-base alloys which producers, fabricators, dis- 
tributors, jobbers and warehousers must accept for ship- 
ment in any month. These ceilings range from 5% to 25% 
of their average monthly shipments of specified products 
during the first half of 1950. 
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Order M-12 provides for cutbacks in the civilian use of 
copper and copper-base alloys in order to insure adequate 
supplies for military needs. In January and February, use 
of copper not required for defense orders is limited to 85% 
of the average monthly quantity used during the first 
six months of 1950. March copper consumption is re- 
stricted to 80% of the base period. The same limitations 
apply to production of brass-mill products, copper-wire mill 
products and foundry products. 


Persons using less than 1,000 pounds of copper or copper- 
base alloys during any calendar quarter are exempt from 
this order. 


Copper inventories of producers of brass-mill products, 
copper-wire mill products, or foundry products are limited 
to a 45-day supply on the basis of currently scheduled 
method and rate of operation or practicable minimum 
working inventory, whichever is less. Inventories of users 
of the above listed products are limited to sixty days’ sup- 
ply or practicable minimum working inventory, whichever 
is less. 


Two Looks at the Marshall Plan 


“Or look at it another way. Our Marshall aid is now only 
half what it was two years ago. If we could survive its 
halving in two years, is it unreasonable to hope that we can 
survive the disappearance of the other half by 1952? And 
remember Marshall aid represents only 3% of our total na- 
tional product. 


“But I claim that our prospects of independence by 1952 
are very fair: we have reduced our dollar deficit enormously 
over the last three years; we are becoming less dependent 
on the dollar area every month; and we have the best 
record in the matter of dollar exports and imports of any 
of the Marshall aid countries. When you add this to the 
full employment, the higher productivity, the record ex- 
ports, and the surplus in our over-all foreign balance, it 
surely does add up to a picture of reasonable health and 
efficiency.” —Source: Anthony Crasland, M.P. “Labour's 
Reply to Prophets of Woe.” The Economic Digest, stat 
1950, p. 810. 


* * * 


“A more fundamental weakness in the evidence . . . 1s 
the fact that present levels of European production them- 
selves depend on an inflow of commodities only maintained 
by American aid. The importance of ERP-financed imports 
to the European economy is no more to be measured by 
the proportion they bear to total production than the im- 
portance of the horseshoe nail in the nursery rhyme was to 
be measured by the proportion of its size to that of the 
kingdom whose fate was settled by its loss. The magni- 
tude of European productive power is not, in fact, autono- 
mous; and the fact that, broadly speaking, the production 
of Western Europe was back, by 1949, to something ‘over 
the 1938 level is not in itself conclusive evidence that the 
rehabilitation job can be consideréd as done.”’—Source: 
Honor Croome, “The Dollar Siege,’ Lloyds Bank Review, 
July, 1950, p. 82. 
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Monetary Controls under Defense Mobilization 


By CHESTER C. DAVIS 


President, Federal Reserve Bank of St. Louis 


E HAVE been reared to think of a peaceful 
world as normal, although it actually has not 
been peaceful in our adult lifetime. Now we realize 
that we aren’t going to see what we thought of as 
“normal” times for the rest of our lives or while Stalin’s 
ruthless dictatorship controls a large share of the 
world’s resources, with satellite armies ready to march 
when he pulls the string, just as they did in Korea. 
The implications are clear. We are going to devote 
a large share of our national resources to building and 
maintaining, here and in Europe, a great military 
force. The renewed military effort must be superim- 
posed on an economy that was already going nearly 
full blast, with comparatively few unemployed last 
June. 

That’s vastly different from 1940 when we had 10 
million unemployed and a lot of slack in our produc- 
tion line. The actual effect of the expenditures and 
material drains involved in this program haven’t been 
felt yet, but their anticipation has given us a fore- 
taste. 

One of the most significant aspects of this fore- 
taste is that it has occurred before there has been any 
large-scale impact from our renewed military and 
foreign-arms aid program. The inflationary kick from 
this factor is still largely in the future. So, too, is the 
return to deficit financing on a large scale. 


| FOR THE OTHER PERSON | 


Inflation is an old economic disease which has one 
very curious characteristic. Most of us like some as- 
pects of it. All of us like to see inflated prices on what 
we sell, though none of us likes inflation in what we 
buy. Everyone has a sort of a split personality when 
it comes to controls for inflation. We are apt to 
favor controls for the other fellow, and freedom for 
ourselves. 

We have inflation when the flow of spending ex- 
ceeds the flow of goods and services into the market. 
That is not a hard idea to grasp. Yet a good many 
of the prescriptions for inflation tend to ignore this 
basic cause of a disproportionate increase in pur- 
chasing power relative to available goods and services. 


An abridgement of an address delivered at the 317th Meet- 
ing of Tue ConrereNnce Boarp at the Sheraton Hotel in 
Chicago on November 16, 1950. 
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War, or intense preparation for war, gives a double- 
barreled impulse to inflation. It steps up demand for 
labor, materials and facilities, while it subtracts them: 
from the use and service of civilians at the same time 
civilian incomes are expanding. I know that the Na- 
tional Industrial Conference Board has nice figures 
to show that inflation hasn’t increased much since 
June 25, but we haven’t seen anything yet to what 
we will see if (1) military spending is as large as 
projected, and (2) if we don’t do better than we have 
been doing to finance the government deficit in other 
ways than through commercial bank and central bank 
credit. 

Most purchasing power comes from current income, 
but there are two important ways to augment it—by 
the use of past saving for current spending, and by 
drawing against future income. These two factors 
put more dynamite into the inflationary kick. 


CURING DEFLATION 


Let’s say that purchasing power is the money sup- 
ply times its velocity. If we slow down the rate of 
spending we reduce applied purchasing power. If 
we sop up some of the increased income through taxes 
or through savings, we attack inflation at its source. 
We do so also when we restrain growth in credit or 
perhaps even reduce the amount outstanding. The 
only real cure for an inflationary situation is to bring 
the supply of purchasing power into balance with the 
supply of goods and services. No other method cures 
the disease. 

The inflationary process can be attacked on two 
sides—either the rate of flow of civilian goods and 
services can be increased or the rate of growth of 
purchasing power can be restrained. That’s the case 
in theory. Actually, the attack has to be made on the 
money supply. When inflation becomes dangerous, 
the economy generally is producing at pretty close to 
capacity. That’s the case now. Obviously, it is in 
the national interest to keep production for civilian 
use rolling up to the limits fixed by the needs of the 
military program. But a broad increase in available 
goods and services over a short period of time is 
hardly possible. To arm ourselves and our allies we 
have to take vast quantities of goods and services 
from civilian use. As far as consumers are concerned, 
we might just as well sink these goods in the ocean. 
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_ $o if we are to restrain inflation when the arma- 
‘ment impact hits us, we will have to act on the money 
‘supply—hold down increases in the flow of purchas- 
‘ing power as well as we can to balance the supply of 
available goods and services. There are several ave- 
‘nues of attack on the money side: voluntary self-re- 
‘straint; reduction of nonmilitary spending; taxation 
‘to meet military costs as nearly as possible on a pay- 
-as-you-go basis; greater savings; and a restrictive 
Bea ctary policy. 

These are primary steps. I haven’t listed price and 
wage controls across the board because by themselves 
they do not stop inflation. They may conceal and 
defer the effects of inflation. But sooner or later, if 
the fundamental causes of inflation are not dealt with, 
ae will be an explosion. A tied-down safety valve 
4 


on a boiler won’t hold the steam in check very long 
if you keep shoveling fuel into the fire box. 

| Prospects are dim that inflation can be overcome by 
i voluntary action, although general restraint—a will- 
‘Ingness to discipline ourselves—is essential to any 
successful program. The reason why individual re- 
straints have not sufficed lies in that curious split per- 
sonality of individuals and businesses with respect to 
inflation. The things each individual, each business, 
each labor or farm group, each banker and each 
government official must do to overcome inflation 
through a program of voluntary restraint run counter 
to habitual action and preferences. But to the ex- 
tent voluntary restraint can be exercised, it is ex- 
tremely helpful. 


ACCENT ON TAXES 


Unnecessary spending must be restrained not only 
by individuals and businesses but also by govern- 
ment—federal, state and local. In the present situ- 
ation, any decrease in the volume of spending must 
take place mainly in the nonmilitary sector of the 
economy. Government can do much more than it 
shows signs of doing to curtail expenditures in non- 
essentials to offset increased military expenditures. 
To the extent it succeeds, inflationary pressures will 
be reduced. The difficulty in government retrench- 
‘ment, of course, stems from the fact that people and 
their political leaders really don’t want it applied to 
their own pet projects or interests. 
A more promising avenue of attack is through in- 
creased taxes. If we can pay as we go with increased 
taxes to match the added armament costs, we could 
conceivably sop up an amount of purchasing power 
equivalent to the amount of goods that will be taken 
away from civilians for defense purposes.? 
_ The main sources of additional tax revenue may all 
be employed—taxes on individual incomes, and cor- 
porate-profits, excess-profits and excise taxes. These 
1See The Business Record for November for discussion of this point. 
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taxes have different effects on spending and investing, 
and it is important to look at them not only as rev- 
enue sources but also with consideration of their gen- 
eral effect on the economy. 

A fourth avenue of attack is through encourage- 
ment of savings. A successful program of selling gov- 
ernment securities to nonbank investors increases 
savings, reduces private. spending, and lets the gov- 
ernment spend borrowed funds without swelling the 
money supply. Appropriate debt management policy 
will lead the government, when it needs to borrow new 
money, to get all it can from nonbank sources. And 
when it has to refund maturing issues the object 
should be to lodge more securities outside the bank- 
ing system. For it is borrowing from the banks that 
increases the money supply. 

A restrictive monetary policy is harder to under- 
stand, and I will talk about it most. Teamed with a 
complementary policy of debt management and a 
strong tax program, restrictive monetary action at- 
tacks inflationary forces right at the source. An easy 
monetary policy may not, at times, be very effective 
in inducing economic revival, but there isn’t much 
doubt that tight money can check a boom. When 
money becomes tighter, the spending plans of indi- 
viduals and of businesses have to be modified down- 
ward. 

A restrictive monetary policy operates throuehn 
reducing the availability and increasing the cost of 
bank reserves. It is expressed through an increased cost: 
of money; in other words, in higher interest rates. Re- 
straint is used to make it more difficult and more 
costly for the banks to obtain reserve funds, which 
under our system are necessary to support a further 
expansion of their loans and investments. 


FEDERAL RESERVE ROLE 


Of course there are other and more direct restraints. 
Selective controls, such as are applied to stock mar- 
ket, instalment, and new housing credits, are easily 
understood. But the function of bank reserves, the 
way the fractional reserve system works, and the re- 
lationship between reserves and the interest rate on 
government debt are not generally understood. 

Every one of the steps to enforce a restrictive money 
policy is painful and hard to take. Part of the re- 
sponsibility for these steps belongs to the Federal Re- 
serve system. The agency that tries to meet this re- 
sponsibility can never be popular. The problem of 
monetary restraint is made more difficult because 
bankers, with whom you ordinarily will discuss it, 
would like to have higher interest rates, but oppose 
any move to restrict their ready access to lendable 
reserves or their freedom to expand bank credit wher- 
ever there is a demand. 
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Banks in the United States are required to hold cer- 
tain percentages of their deposits as reserves, mainly 
with the Federal Reserve banks. When the banking 
system acquires excess reserves, it can expand its 
loans and investments about six times the amount of 
the new reserves. If that happens, it adds about that 
much to the country’s money supply. 

If the banks want to continue to expand their loans, 
they must have new reserve funds. There are two 
main ways to get them: from an inflow of gold, and 
from the central bank—which in this country, of 
course, is the Federal Reserve. Disregard the gold 
movement as relatively unimportant at the moment. 
The banks can get Federal Reserve funds in two ways 
—by borrowing from, and by selling government se- 
curities to, the Federal Reserve banks. 


RAISING THE RATE 


The Reserve banks can exercise restraint in their 
loans to member banks through the discount rate and 
in other ways. But restraint through refusing to 
buy government securities offered in the market is 
more difficult to accomplish. It is most important 
to recognize that the Reserve System is not free to re- 
duce the availability of reserves and of bank credit so 
long as it is required to hold a rigid pattern of rates 
on government securities. Holding a rigid pattern 
means, of course, that the System has to buy securi- 
ties, at any time they are offered in surplus on the 
market, to prevent a decline in price and an increase 
in yields. It is an absolute guarantee of complete 
availability of reserves at all times; banks have auto- 
matic access to Federal Reserve funds and at terms 
that generally yield them a book profit on the securi- 
ties they sell. 

Action by the Federal Reserve System to make re- 
serves harder for the banks to get reduces the basis 
for bank credit expansion. Right here I want to make 
a most important point that is not appreciated very 
widely. The operations of the Federal Reserve Sys- 
tem in tightening reserves of commercial banks result 
in interest-rate changes. In an inflationary situation 
Federal Reserve action to restrain reserves tends to 
be expressed in upward rate movements. We recog- 
nize fully that these upward movements in rates do 
not do much to restrain borrowers. The cost of credit, 
in other words, is not a major factor as far as bor- 
rowers are concerned. And the main restraint on 
lenders does not rest so much on the cost of credit as 
on other factors. Rate changes increase bankers’ need 
for liquidity because of uncertainty as to how much 
additional reserves ‘will cost and as to their availabil- 
ity; rising rates reduce the market price of assets 
on hand and thus make their sale less attractive; and, 
finally, higher rates on government securities make 


‘ 
them more attractive, thus dampening enthusiasm 
for other loans and investments. 

All of you have heard statements to the effect that 
the Federal Reserve System thinks it can keep people 
from borrowing by raising interest rates a fraction 
of one per cent. That is a complete misinterpretation 
of the System position. The rise in rates may have 
no effect whatsoever on the demand for credit, but 
it does reduce the availability of credit, and that is’ 
exactly what we are trying to do at the present time. 

I want to make one more point as clear as I can. 
Rising interest rates, which reflect lessened availabil- 
ity of credit, operate both on the private and public 
sectors of the money market. Thus rate increases ap- 
ply to government securities as well as to private 
securities and private loans. But the question of cost 
involved in higher rates on government securities 
should be put in proper perspective. An increase in 
the interest rate would increase the cost to the gov- 
ernment of carrying the public debt. That is part of 
the price of regaining control over the rate of expan- 
sion of bank credit. 


MILLIONS vs. BILLIONS 


The Federal Reserve believes that this increased 
cost, which would be counted in millions, should be 
weighed against the total cost to the government and 
the public involved in further inflation, which would 
be counted in billions paid in increased prices for 
each percentage point the price level goes up. And, 
finally, any program aimed at restoring confidence 
in the dollar’s purchasing power even though it 
would involve higher interest payments on part of 
the debt, would produce a stronger and more stable 
demand and market for government securities of all 
types. 

Concern over the cost of servicing the vast public 
debt is easy to understand and explain. But the 
issue is by no means one sided, and should be weighed 
calmly, openly, and as objectively and good-naturedly 
as possible. 

The Federal Reserve on August 18 said that it was 
prepared to use all the means at its command to re- 
strain further expansion of bank credit, consistent with 
its responsibility to maintain orderly conditions in 
the government securities market.! If it does that, it 
is in for a lot of criticism and opposition. It isn’t 
a simple, easy problem we face; but then the task 
of preserving a reasonably stable economy without 
surrendering all our individual decisions to govern- 
ment control isn’t an easy one at any stage, and par- 
ticularly so in times like these. 

There is a relationship between this program of gen- 
eral monetary restriction and the preservation of indi- 


1See also chart feature, p. $90, in October issue of The Business 
Record. 
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‘vidual choice and freedom that is in danger of being 


overlooked. General controls leave freedom of busi- 
ness choice and decision to the individual; direct con- 
trols such as price and wage fixing, rationing and allo- 
cation of supplies do not. 


There is an increasing demand for price and wage 


fixing, for a more and more controlled economy. It 
comes from all segments of the American people— 
from businessmen individually and in organizations, 
from labor unions, from the press, from housewives, 


from all types and kinds of individuals. It is ironic 


exaggeration, perhaps, to observe that the so-called 


economic planners at present constitute the main 
vocal group now speaking out in favor of a general 


-anti-inflation program that will tend to preserve in- 


dividual freedom. 

The important variable between our system and 
others is the individual’s freedom of opportunity and 
choice. The core of that freedom and choice is the 
relatively free movement of prices, which imperson- 
ally and efficiently direct labor, land and capital into 
economic uses. Our economic system is flexible and 
dynamic primarily because we use the price mechan- 
ism to allocate resources. 


| BEHIND CONTROLS | 


A good many people who press for more direct con- 
trols believe that these by themselves will cure infla- 
tion. Nothing could be further from the truth. True, 
they tend to suppress inflation and push its effects off 
into the future. There may come a time for direct 
controls, and it will be hastened if we fail to act 
courageously and in harmonious teamwork to carry 
out general restrictive measures. Total mobiliza- 
tion of the nation’s resources, if it comes, will un- 
doubtedly bring government controls straight across 
the board. Even then, to work, they will have to be 
backed up by strongly restrictive fiscal and monetary 
policies. 


Business Forecasts 


(Continued from page 457) 


6% to 10% of the present gross national product. . - . The 
country should plan to expand and improve productive 
capacity during the next year at least as rapidly as during 
the second quarter of 1940. . . The amount that the 
output of the country can be increased during the next 
year . . . is probably between $9 billion and $23 billion in 
dollars of present purchasing power. The reduction in con- 
sumption that will be required by the defense program and 
foreign military aid . . . will probably be roughly $6 billion 
a year in present prices.” 

Thomas §. Holden, president, F. W. Dodge Corporation 
and Clyde Shute, assistant vice president (Architectural 
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Record, November) —“During the month of October, F. W. 
Dodge Corporation questioned . . aspanel of leading 
economists regarding their expectations for the year 1951. 
. . . The general consensus of opinion among the 106 may 
be summarized as follows: armed hostilities will not increase 
measurably in 1951; over-all volume of production in the 
United States will increase in spite of cutbacks in construc- 
tion and in production of a number of consumers’ durable 
commodities; wholesale and retail prices will trend upward 
but not at runaway speed; a small minority expects ration- 
ing of consumer goods next year; less than half the respond- 
ents expect limitation orders (other than credit curbs or 
other indirect controls) on household equipment, housing, 
private and public nonresidential construction, while small 
majorities expect general wage and price controls and 
limitation orders on motor vehicles and radio and _ tele- 
vision sets; most frequently mentioned 1951 inflation threat 
was the prospect for wage increases.” 


Dec.1950 June 1951 Dee. 1951 


Industrial production* (FRB; 1935-39 =100) 


Range of expectations...............000.00% 190-230 180-250 180-260 

Median expectation..............s.0seeeeee 210 215 220 
Wholesale prices (BLS; 1926 =100) 

Range of expectationS.............cceeeeee 160-180 160-200 156-200 

Median expectation $3/3'4)/.\5 Caeaiteacins x eaten 72 175 180 
Cost of living (BLS; 1935-39 =100) 

Range of expectations ssi steeds ses oe he 165-182 167-200 165-210 

Median expectation. ...........0..0eeeeeee8 175 179 180 
*Seasonally adjusted. 


Labor Force 


Robert C. Goodwin, director, Office of Defense Manpower 
(in an address before the Society for the Advancement of 
Management, November 2)—“For the long pull, taking in 
the possibility of a need for total mobilization, we have 
estimated on the basis of the rate of worker participation 
at the peak of the war in 1944 that the present labor force 
of approximately 65 million could be expanded by some 
5 million more workers, including those who would be in 
the Armed Services.” 


Food, Feed and Tobacco 


Bureau of Agricultural Economics (Dairy Situation, re- 
leased October 26) —“Prices for milk and dairy products in 
1951 will be moderately higher than in 1950. Domestic 
consumer demand will be enough stronger to more than 
offset the effects of larger carry-in stocks and probable 
smaller exports.” 


Bureau of Agricultural Economics (National Food Situ- 
ation, released October 31) —“Food consumption per person 
in the United States is likely to be somewhat higher next 
year than in any of the last three years. Supply of most 
foods will be a little larger but will not keep up with 
accelerated consumer demand. Accordingly, food prices 
can be expected to rise moderately before midyear. . 
Military takings of food during the coming year are not 
likely to amount to more than about 3% or 4% of total food 
utilization.” 


Bureau of Agricultural Economics (Feed Situation, re- 
leased October 30) —“Higher feed prices, heavier utilization 
of feeds, and some reduction in the large reserve stocks of 
feed grains are in prospect for the 1950-1951 feeding season. 

. . Production this year probably will fall short of total 
requirements.” 


(Continued on page 480) 


THE SHIFT IS TO INDUSTRIAL BUILDING AS 
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Dollar volume of new construction put in place 
has been setting records in 1950. Activity in 
the first ten months equaled full 1949 totals 
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Residential building (almost all private) jumped 
by more than half in 1950. Stiffer credit and 
materials shortages may bring cutbacks in 1951 
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On top of the moderate increase that had be- 
gun in the winter and spring, industrial and com- 
mercial building shot way up in the second half 
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Private construction accounted for most of the 
rise. In 1949, public construction was the 
component that bolstered the over-all figures 
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Nonresidential construction was stable until 
midyear. Then, good second-quarter business, 


followed by war crisis, revised business plans 
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PUBLIC UTILITY 
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A minor drop in private public utility construc- 
tion helped keep total nonresidential activity 
down. There should be a rise here in 1951 
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RECORD CONSTRUCTION YEAR 1950 CLOSES 
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Apparently little steel or few steel reinforcing bars will be released for other purposes by housing 
curbs; although appreciably more lumber, gypsum board, and cast-iron pipe will be saved 
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A 3% dip in October lumber 
prices halted the general upturn 
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About 80% of homes were being bought 
with credit, over 30% with government help. 
Regulation X will mostly affect latter buyers 
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Third-quarter employment was 
12% over what it was in 1949 


Next year’s construction ac- 
tivity for our growing armed 
forces looms large. New 
capacity to turn out steel, 
aluminum, rubber and other 
essential military materials 


will show up in a rising curve 
for industrial construction. 
And more electric power will 
be needed to service new fa- 
cilities. It all adds up to 
more heavy construction and 
not so many new _ houses 


September average hourly earn- 
ings were 14.5 cents higher 


EPT: WHO WOULD PAY IT? 


Some industries would not have to—proposed rates compared with World 
War I|—some unanswered questions 


BOUT 45 cents of each dollar of 1950 profits of Food and textile-mill products and leather would 
A the automobile industry would be taken as have to undergo a considerable expansion before they 
excess-profits tax if the proposal of Secretary would have to pay these excess-profits taxes. Their 
Snyder were adopted. This, of course, would be in ad- current earnings are actually below the credit that 
dition to the 18 cents out of the profits dollar collected they would be entitled to under the legislation pro- 
as “normal” income tax. By contrast, the 1950 profits posed by the Administration. 
of the apparel industry are failing by some 80% of In every industry a simple average of 1946-1949 
reaching proportions which would be subject to any earnings produces a greater credit than is proposed 
excess-profits tax. by the Administration. For certain industries, the 
The chemical and electrical machinery industries choice of a base period makes considerable difference 
would have 41% and 43%, respectively, of their 1950 in the amount of income subject to an excess-profits 
incomes subject to the proposed 75% rate if the law tax. The electrical machinery and automobile indus- 
were made retroactive to this year. tries would find their credit little changed if a simple 
But the rubber industry, whose fortunes would be average of 1946-1949 income were taken instead of 
expected to correspond closely to the automobile in- 757% of the average of the three highest years from 
dustry, would just about approximate the credit it 1946 to 1949 (Secretary Snyder’s proposal) . 
would be eligible for on its 1950 earnings. On the other hand, it makes a little difference 
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to the food industry, to textiles, to chemicals and 
to petroleum which base period is used. For petro- 
leum, the 1946-1949 average would mean that no 
excess profits were now present. But the use of the 
credit proposed by Secretary Snyder’s proposal would 
subject about 13% of its current earnings to the new 
tax. 

The food industry would not be subject to the tax 
no matter which method of computing the tax were 
used. But its credit would be reduced by about $400 
million if it were taken as 75% of the average of the 
three highest years in the base period. 

No matter which method is used, the chemical 
industry would be hit. But an increase of about $300 
million in taxable income would result if Secretary 
Snyder’s method of computing the credit were used. 
This comes to about 16% of the estimated 1950 in- 
come based upon amounts reported in the first half. 

Comparing 1950 earnings with the suggested credit 
is essentially a comparison of two periods of peace- 
time earnings. What would happen if we ran into 
a full-scale war? If the last war were any indicator, 
the automobile industry might find its earnings de- 
clining. -The peak of automobile earnings in the last 
war came in 1941. Thereafter, they dropped. As a 
result, less of its profits were subject to excess-profits 
taxes. Part of the decline of this group is owing to 
a reclassification of companies. 


RE THEY ezcess profits, excessive profits, war 
profits, high profits? Which are they, and how 
should they be taxed? 

This is the question that Congress is currently 
wrestling with. In introducing the Administration’s 
proposal to the House Ways and Means Committee 
on November 15, Secretary Snyder preferred to call 
them defense profits, and the proposed tax, a defense- 
profits tax. 

The Secretary described the Administration’s pro- 
posal in sufficient detail to determine what impact 
it may have upon corporate profits (see the three 
charts). Briefly, Secretary Snyder proposed a defense- 
profits tax rate of 75% to be applied against earnings 
in excess of a certain credit. As in the last war, the 
credit can be computed either by the average earn- 
ings method or the invested capital method. For 
the first, 75% of the average profits of three of the 
highest years from 1946-1949 is taken. For the sec- 
ond, graduated rates obtaining at the end of the last 
war, increased by about one fourth to one third, are 
used. The rates of the last war were: 
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Transportation equipment earnings rose sharply 
throughout most of the war. As a result, a larger 
and larger proportion of this industry’s income was 
subject to excess-profits taxation. The credit for ex- 
cess profits as proposed by Secretary Snyder is well 
above wartime earnings of automobile manufacturers. 
But the makers of transportation equipment might 
find that practically all their income was again subject 
to the excess-profits tax. 

Extreme fluctuations make certain industries espe- 
cially vulnerable to an excess-profits tax. Electrical 
machinery, other machinery, iron and steel, and trans- 
portation-equipment industries fall in this class. Their 
profits are likely to respond quickly to increased war- 
time orders. 

It is difficult to see how profits of the iron and steel 
industry could be much increased. Here, the com- 
panies are now operating near capacity. And in- 
creased wartime orders will most likely mean only 
a shift in production from civilian to wartime uses. 

An excess-profits tax falls mainly upon manufactur- 
ing industries, although it is applicable to all cor- 
porations. During the period 1942-1945, manufac- 
turers paid 66.5% of all excess-profits tax liabilities. 
The next two in importance were trade and public 
utilities, with 14.6% and 13.8% respectively of the 
total. In all, these three groups accounted for nearly 
95% of excess-profits tax liabilities. 


8% of the first $5 million of invested capital; 
6% of the next $5 million of invested capital; 
5% of the invested capital above $10 million. 


An allowance for borrowed capital would be made 
proportionate to the interest rate paid (within cer- 
tain limitations) . 

A minimum credit of $25,000 would be substituted 
for the $10,000 specific exemption formerly in force. 
The $10,000 specific exemption was available to all 
corporations, but the present proposal would exempt 
from this tax corporations with net income under 
$25,000. 

How does Secretary Snyder’s suggested rate com- 
pare with rates imposed during World War II? In 
1940, it ranged from 25% to 50% and rose the next 
year to 35%-60%. It was up to 81% and to 85.5% 
in the next two years. 

The proposed rate would be greater than prevailed 
in 1940 and 1941. It is not so simple to compare the 
rate with those of 1942-1945. Then the credit com- 
putation was 95% of the average earnings in the base 

1Gross rate was 95% in 1944-45 and 90% in 1942-43. 
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period 1936-1939, as against the proposed 75% of 
base period earnings. But the proposal of Secretary 
Snyder would evidently produce the higher tax on 
a $2-million income and $1-million average earnings 
in the base period. For this results in an effective 
rate of 89%—which is above those of the last war 
when the computed tax is related to the taxable base 
computed under the wartime rate. (The accompany- 
ing table compares the effective rate in the three 
periods for a corporation having a net taxable income 
of $2 million.) 


Effective Excess-profits Tax Rates 


Snyder 
1942-43 1944-45 Proposal 
($000) 

Assumed net income.......... 2,000 2,000 2,000 
Average earnings (base period) . 1,000 1,000 1,000 
Percent of average earnings.... .95 .95 15 

TL, O50 950 750 
Excess-profits-tax base......... 1,050 1,050 1,250 
Statutory ratesecs ees ene a: .81 855 _ 5 
Excess-profits tax............. 851 898 938 


The top panel of the first chart shows some indus- 
tries whose average earnings 1946-1949 are below their 
earnings in the first half of 1950 as converted to an 
annual rate. Industries in the converse situation are 
shown in the bottom panel. Actually, corporate earn- 
ings in the third and fourth quarters of this year are 
reported well above those reported in the first two 
quarters. 

How the 75% credit looks against earnings of the 
past, especially those of World War II, is shown in 
the other charts. This gives some idea of which in- 
dustries would tend to be hardest hit in the event of 
a full-scale war. 

Little discussion was given by the Secretary to the 
problem of measuring excess profits. The crux of the 
problem is the decision as to what constitutes normal 
profits.1 If average earnings of some past period are 
considered “normal,” then all profits above those may 
be subject to excess-profits tax rates. However, a 
healthy free enterprise system with room for expan- 
sion and for the entry of new firms tends to be stifled 
by such a procedure. Furthermore, the procedure 
gives rise to inequities. For, in any base period, com- 
panies will differ with respect to stage and rate of 
growth. Differences will arise because of different 
cycle characteristics of industries. Questions of ab- 
normal and subnormal income in the base period are 
also bound to arise. 

Other problems are raised by the use of the invested 
capital method. One is how to evaluate capital. Re- 
placement cost is ordinarily not permitted except 
where a business has been recently sold. Yet original 


1See Roy Blough “Measurement Problems of the Excess-Profits 
Tax,” National Tax Journal, December, 1948. 


cost would understate the capital of many firms today, — 
since the cost of construction and capital equip- 
ment has risen so sharply in the past ten years. In 
this connection, inequities might arise between an 
old-established firm and one just starting out basing 

its capital on current prices. 

Similar problems arise as to the valuation of good 
will, patents, and expenditures on research. Pur- 
chased good will would be included in the invested 
capital base, while good will developed within the 
company would not. Expenditures on research that 
result in new processes and patents are not normally 
capitalized. In any case, only the expenditures can 
be capitalized, although the value of the patent may 
be greatly in excess of the direct expenditures. 

How should borrowed capital be treated? The most 
recent law allowed only 50% of borrowed capital to 
be included in the capital base. For certain indus- 
tries, such as public utilities, this may be a hardship, 
since such a large part of their assets are financed by 
borrowed capital. 

The use of invested capital as a base imposes a 
hardship on business-service and personal-service cor- 
porations where income arises mainly from services 
rather than capital used. 

In the past, partnerships and single proprietorships. 
have been exempted from the excess-profits tax. The 
reason for the exemption has been the difficulty of 
applying the law to these concerns. But it is reason- 
able to suppose that such enterprises might also earn 
excess profits. 

Relief provisions in the bill are designed to solve 
some of the problems, but those written into the 
last law were criticized as being vague and difficult 
to administer.1. An unrealistic notion of the business 
cycle is said to have been incorporated in the law. 
Mr. Severson? suggests that relief should be limited to 
certain well-defined cases and should not be “general 
relief.” 

Secretary Snyder did not make any specific rec- 
ommendations with respect to relief provisions. He 
did state that his staff had prepared extensive ma- 
terials for the consideration of the House Ways and 
Means Committee. 


EFFECT OF RELIEF PROVISIONS 


When the 1942 revenue act was passed raising the 
excess-profits tax rate to 90%, a need was felt for 
relief provisions to lighten the burden on individual 
companies. This relief was provided in Section 722 
of the Internal Revenue Code. Its intent was to pro- 
vide the means to take care of corporations that 
would be discriminated against no matter which 
method of computing its credit was adopted. 


1See Lewis Severson, “General Relief Provisions of the Excess- 
Profits Tax,” National Tax Journal, September, 1949. 
20p. cit., p. 257. 
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Comparison of Yields of Corporate Excess-profits Tax and Income Tax, 1940-1945 
Millions of Dollars 


Reported on tax returns, 1940-45..........0. 000. ce cece eee ceeceeeees 
Reduction resulting from renegotiation, 1942-45..............000cceee 
Reduction resulting from accelerated emergency amortization, 1941-44 
Retundssresulting from Section 722.0... 0/005 Jac. soln cece concinae a nieces 


Total tax liability, 1940-45............. 0.00000. 


Net income (before taxes) 1940-45............... 


1[ncrease in tax liability. 


However, adjustments could be made only to the 
credit computed by the average earnings method. 

The general relief section provided that “in any 
case in which the taxpayer establishes that the [com- 
putation] . . . results in an excessive and discrimina- 
tory tax and establishes what would be a fair and just 
amount representing normal earnings to be used as 
a constructive-average base-period net income for 
the purposes of an excess-profits tax based upon a 
comparison of normal earnings and earnings during 
an excess-profits tax period, the tax shall be deter- 
mined by using such . . . average ... . in lieu of the 
average base-period net income otherwise determined 
under this subchapter.” Events occurring after the 
end of 1939 were not to be taken into consideration 
in determining the constructive average base-period 
net income. 

Under Section 722, the average base-period net in- 
come may be an inadequate standard of earnings be- 
cause: 


¢ “Normal production, output or operation was inter- 
rupted or diminished because of the occurrence of events 
unusual and peculiar in the experience of such taxpayer.” 
Or 

¢ “The business of the taxpayer was depressed in the 
base period because of temporary economic circumstances 
unusual in the case of such taxpayer or because of the 
fact that an industry of which such taxpayer was a mem- 
ber was depressed by reason of temporary economic events 
unusual in the case of such industry.” Or 


© “The business of the taxpayer was depressed in the 
base period by reason of conditions generally prevailing 
in an industry of which the taxpayer was a member, 
subjecting such taxpayer to a profits cycle differing ma- 
terially in length and amplitude from the general busi- 
ness cycle; or sporadic and intermittent periods of high 
production and profits and such periods are inadequately 
represented in the base period.” Or 
© “The taxpayer either during or immediately prior to 
the base period commenced business or changed the char- 
-acter of the business and the average base-period net in- 
come does not reflect the normal operation for the entire 
base period of the business.” The development referred 
to may be “a change in the operation or management of 
the business, a difference in the products or services fur- 
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seem ene ee 


Income Tax Excess-Profits Tax Rai ros 
Mees 93,243 39,865 131,373 
Ses eric 71 4,740 6,676 

Me 1,057 1,412 
ray Ro 641 ve 156 5,953 ipne 8,088 

23,236 y 33,912 123,285 
PORT en eire 57,148 ‘ 
=46 .4, effective rate of taxation 

AGE Phe 123,285 


nished, a difference in the capacity for production or oper- 
ation, a difference in the ratio of nonborrowed capital to 
total capital and the acquisition before January 1, 1940, 
of all or parts of the assets of a competitor, with the 
result that the competition of such competitor was 
eliminated or diminished.” 


Just how effective has been the relief provided by 
these provisions? Up to the middle of 1950, more 
than 54,000 claims had been made for relief under 
Section 722. The aggregate amount of excess-profits 
tax reduction claimed came to nearly $6.5 billion. In 
other words, the amount of refunds sought came 
to more than 19% of the excess-profits tax liabilities 
during the years 1940-1945. 

Up to the middle of this year, some 39,000 of the 
total claims had been settled or disposed of in one 
way or another. These claims were mostly the smaller 
ones, since they totaled slightly less than $2.0 billion. 
But of this substantial amount of claims, taxpayers 
were able to obtain only $156 million in excess-profits 
tax refunds. Their net gain is even smaller than that 
figure, since as a result of the refunds their income 
taxes were increased. The net gain was $92 million; 
1.€., $156 million of refunds, less an increase of $64 
million in income taxes. 

There is some evidence to suggest that the cases 
still to be settled will fare better. Possibly $75 million 
of excess-profits refunds, it has been estimated, will 
be forthcoming from the 2,653 claims “in process of 
closing.” The excess-profits tax reduction that these 
claims represent is $394 million. In other words 
estimated refunds from cases “in process of closing” 
will come to 19% of the original amount of the claims 
in contrast to 8% for the 39,000 claims already dis- 
posed of. 


WHAT STILL REMAINS TO BE DONE? 


Some 15,000 cases representing claims of $4.5 billion 
are in some stage of processing. The greater number 
of cases are thus cleared up, but the amount of claims 
still to be settled come to more than double the 
amount already disposed of. A schedule has been 


set up for the clearance of these cases, and it is hoped 


that all but the claims of 300 corporations will have 
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been passed upon by the Excess-Profits Tax Council 
by the end of 1951. 

This does not mean that all but the claims of 
the 300 corporations will be completely disposed of by 
that time. Some corporations that have had their 
claims passed upon by the council may wish to bring 
their claim before the Tax Court. It is quite possible 
that claims for refunds will be before the courts 
twenty years from now, just as there were cases pend- 
ing twenty years following the end of World War I. 

Work has been started on nearly all the claims that 
have been made under Section 722. According to the 
latest report all but forty-four of them have had an 
initial investigation. 

How do the number of claims that have made 
under Section 722 compare with the number of cor- 
porations subject to excess-profits tax? The problem 
is complicated by the fact that figures are not avail- 
able to make an easy comparision. 

The 54,000 claims do not represent that number of 
corporations because each corporation may file more 
than one claim. In general, a corporation that feels 
its average earnings credit is not an accurate indi- 
cator of “normal” earnings will be obliged to make 
a claim for refund in every one of the years in which 
it pays an excess-profits tax. So the latest estimates 
place the number of corporations with excess-profits 
tax claims at 25,000. 


RISE IN NUMBER FILED 


Data are available on the number of corporations 
that have filed excess-profits returns in the years in 


which such a tax was in effect. The number of re- - 


turns filed has been as follows: 


UU ES atts com prs iran, ro ack 13,440 
Ua Rae See tras Oe. oh 42,412 
A ARS ERA SAC Coo NOS 54,002 
IRE Salo ob Seas bo 90 Cd las 68,202 
VO 445 Ao es savsce Wesbareoyvebnsi sic 55,912 
UID Ieee insula on Paco Lot 52,097 


It is not possible to add up the returns for the six 
years, because it would in some cases involve double 
counting. Similarly, it is not possible to assume 
that the number of returns in any single year repre- 
sents the total number of corporations filing excess- 
profits tax returns, since some corporations may file 
in one year and not in another. We do know that 
at the very least there must be as many returns as 
were filed in the year of greatest number (which was 
1943). Thus at least 68,202 returns must have been 
filed with excess-profits tax liability. We may arbi- 
trarily assume that this should be raised somewhat 
to account for the returns not filed in 1943, but filed 
in some other year. The number of returns might 
be raised conservatively to 75,000, or more liberally 
to 100,000. Thus it appears that the number of cor- 


porations requesting refunds under Section 722 came 
to between one fourth to one third of the number 
of corporations that had excess-profits tax liability 
in any one of the years 1940-1945. 

A comparison of the estimated income and excess- 
profits tax liabilities of corporations suggests that 
the excess-profits tax was a good producer of revenue. 
In the years from 1940 through 1945, nearly $40 bil- 
lion was reported in corporate excess-profits taxes. 
In contrast, corporate normal and surtaxes brought 
in only $23 billion. Thus, in the six years from 1940 
to 1945, the excess-profits tax brought in $17 billion 
more in taxes. 


A GOOD REVENUE PROVIDER? 


But this view of things exaggerates the excess- 
profits tax as a revenue provider. For several ad- 
justments have to be made. First, $4.7 billion has 
to be deducted from excess-profits tax collections as 
a result of profit reductions resulting from the renego- 
tiation of war contracts. Second, about $1 billion has 
to be deducted as a result of refunds resulting from 
the acceleration of emergency amortization. Third, 
some $156 million of refunds have been won by cor- 
porations under Section 722. As a result of these 
deductions, excess-profits liabilities amount to a little 
less than $34 billion. 

Total income and excess-profits taxes on corpora- 
tions combined thus come to $57 billion. If we sup- 
pose that the excess-profits tax had not been in exist- 
ence during the war, but only a normal tax, and surtax, 
what would normal tax and surtax collections have 
amounted to? Assuming that they had come to 40%, 
taxable corporate income would have totaled $123 
billion after adjustment for renegotiation during the 
period 1940-1945 and $49 billion would have been 
collected in corporate taxes. The additional revenue 
obtained from the excess-profits tax was thus only 
$8 billion. 

The same thing can be expressed in another way: 
What would the effective normal tax and surtax have 
had to be in the years 1940-1945 to bring in as much 
as the excess-profits tax and income tax combined? 
Since actual liabilities from the two were $57 billion 
on a taxable income of $123 billion, as much revenue 
could have been collected by raising the corporate 
normal tax and surtax to 46.4% and eliminating the 
excess-profits tax. 

Frank GASTON 
Division of Business Economics 


Government and Business—This volume undertakes to 
build up the reader’s factual background so that he “will 
have a broader basis for developing a coherent set of ideas 
with respect to a desirable economic order.” Vernon A. 
Mund, Harper & Brothers, New York, 1950. Price $4.75. 
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Survey of Business Opinion 


The Excess Tax on Profits 


fresh in mind, the average American business 

man is strongly allergic to a new excess- 
profits tax. All but seven of the 128 manufacturers 
participating in this month’s Survey of Business 
Practices feel that the tax should not be imposed in 
the present limited emergency nor in any emergency 
short of all-out war. And they look upon the tax as 
“arbitrary,” “inequitable,” “unfair,” “unjust,” “clumsy 
and discriminatory.” 

Survey replies show that businessmen not only have 
little faith in an EPT as an inflationary control, but 
believe that it will add to the current inflationary 
trend. It will, they argue, encourage spending and 
reduce incentives to produce. Says the president of 
an air Conditioning company: “The tax is a foolish 
effort to seek speed by opening the throttle and setting 
the brakes at the same time. It will force higher 
pricing, more free spending, a care-free attitude 
toward a lot of things.” 

Long-range effects are looked upon with even less 
favor, for, by taking the lion’s share of profits, the 
tax makes corporate financing more difficult, plant 
expansion less likely, and jobs harder to provide. 
Also, since the present emergency may be prolonged, 
the tax creates serious concern that our system of 
private enterprise may be irreparably harmed or even 
destroyed. 

Even the seven executives who favor an EPT fore- 
see the same result if Congress takes “hasty and ill- 
considered action.” They urge that the act im- 
posing the tax be “wisely drawn” to preserve equity 
of burden. Even on that basis this small group ac- 
cepts the tax without enthusiasm, in the belief that 
in the “present political situation” other means of 
curbing profiteering and raising revenue would be 
either more undesirable or unobtainable. 


W ins THE experience of World War II still 


OBJECTIONABLE MEANS; ACCEPTABLE END 


These thoughts appear frequently in survey replies: 
“Americans are always willing to make sacrifices when 
the need arises.” “There can be no quarrel with the 
elimination of profit from war” nor with “larger taxes 
needed to finance defense expenditures.” 

Basic objection to a new EPT is that it is not re- 
quired now. 

Cooperating manufacturers urge a pay-as-we-go 
policy, especially in this period of high national in- 
come, but believe the government should reduce its 
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nonessential spending. Writes an automobile equip- 
ment manufacturer: 


“Tf the citizens of this country must tighten their belts, 
Government agencies should do likewise. Washington 
cannot retain a business-as-usual program and expect the 
rest of the country to respond wholeheartedly to emergency 
control legislation and regulations. The gevernment it- 
self should set the example and adopt the austerity pro- 
gram which it is asking of others.” 


To pay defense costs and to counteract inflationary 
pressures, most executives prefer a flat increase in 
normal and surtax rates on corporate and, perhaps, 
on personal incomes. Also favored are credit controls, 
and sales and excise taxes which discourage spending 
and bring in substantial steady income. 

To forestall an EPT and to get other saner and 
more sober measures adopted, cooperating executives 
urge industry not to raise prices until absolutely 
necessary and to conduct an educational program de- 
signed to explode from Congressional and popular 
imaginations the “pot-of-gold” fallacy about profits. 


BASIC OBJECTIONS TO AN EPT 


There are many specific objections to an excess- 
profits tax. The principal ones are cited below. 


A Wartime Tax 


Feeling is strong that “an EPT should apply only 
in times of all-out war.” Although “warranted dur- 
ing such relatively short periods of extreme national 
peril,” cooperating executives believe an EPT should 
not be applied in the present situation when “we are 
entering upon a state of military mobilization of in- 
definite duration and shall need all the energy of 
which our economy is capable.” 

A “Stiff’?? Tax 

Industry’s past experience is with a “stiff” wartime 
EPT, and some feel it is “wishful thinking to expect 
anything better than the last act,” in fact, “a similar 
or worse act is not only possible but probable.” While 
the tax is necessarily “complicated and cumbersome,” 
in the opinion of industry, it need not be “stiff.” In 
imposing a new EPT, Congress can satisfy political 
considerations and still have a comparatively “light” 
tax. 


It’s Inflationary 
Most survey replies state that the tax is a spur to 
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inflation, while deflationary measures are needed now. 
The tax is considered inflationary because it: 


1. Tempts corporations to waste dollars, the major part 
of which would otherwise go to the government. 

2. Makes wage increases easier to grant and harder to 
resist. 

8. Reduces the incentive and the ability to produce 
goods with increasing efficiency and abundance. 

4. Induces corporations to raise prices in an effort to 
recover the tax cost, to get needed funds, and to obtain 
an adequate return on invested capital. 


A Penalty on Efficiency 


A frequently asserted objection to an EPT is that 
it will fall heaviest upon corporations which increase 
their profits through development of products, through 
efficient and economical operation, and through efforts 
to increase production. It will fall lightest upon cor- 
porations content with old methods, extravagance, 
and static goals. Says the president of a chemical 
company: “What is the use of a business executive 
planning and striving for expansion and profits when 
expansion doesn’t bring profits?” 

This attitude, it is pointed out, will retard the de- 
fense program and weaken the ability of industry to 
provide jobs for the American people when the emer- 
gency is over; and those companies which indulge in 
the luxury of cheap dollars made available by the 
tax will have a hard time readjusting to normal com- 
petitive conditions “when the EPT goes off.” 


Impairs Corporate Finance 


EPT is also considered bad because it will reduce 
the investment of risk capital and make borrowing for 
capital purposes more difficult. 

In addition, industry would be forced to reduce 
dividends in an effort to meet financial needs under 
an EPT and this will discourage investment. 


Waste of Manpower 


Several companies in the survey point to “the tre- 
mendous number of man hours devoted to the account- 
ing and legal requirements of an EPT.” This man- 
power, it is asserted, might better be employed more 
productively in the defense program. 


Inevitable Inequities 


The consensus is that it would be impossible to 
draft an act which could be applied with equity to 
all industry. The tax is declared inequitable to com- 
panies whose earnings were low or erratic during the 
base period and to young and growing companies 
whose base period income is no gauge of their current 
earning potentials. Even the invested capital method 
is not a solution as some companies may be conserva- 
tively capitalized. 

Well, can’t they resort to the relief provisions of the 
act? “No,” says the president of a building material 


company decisively, “it is no answer to state that in- — 
equities can be corrected through application to the — 
government.” “Cases arising under the relief provi- 
sions, like the famous case of Jarndyce vs. Jarndyce 
in Dickens’ Bleak House, drag on for years.” 


Small Return, Big Difficulties 


And all this harassment of business, says a steel 
company executive, brings but a small net return to 
the government: “The additional revenue realized 
from EPT during the last war has been greatly exag- 
gerated, because the whole tax and not the amount 
over the regular income tax was called excess profits.” 
From the total revenue must be deducted the exces- 
sive cost of collection and amounts which would have 
been collected through normal and surtax rates. 

Though yielding a comparatively small net return, 
the tax involves great administrative difficulties, ob- 
serves the treasurer of a paper and paper products 
company: 


“Most students of taxation and the Bureau of Internal 
Revenue deplore the administrative difficulties that at- 
tend an EPT. For example, it takes the Bureau about 
three times as long to audit an EPT year as a non- 
excess-profits tax year, the reason being that determina- 
tion of the excess-profits credit is very time-consuming. 
The Bureau and the Tax Court are presently glutted with 
relief claims arising from the 1942 and 1944 Acts.” 


Encourages Overspending 


When current income begins to exceed base-period 
income under a high EPT rate, a corporation may ac- 
quire money most of which, if not spent, will go to 
the government. At this point, a high EPT rate, like 
prohibition, bucks human nature; for the natural in- 
clination will be to spend money having small value 
to the corporate treasury. And also, with a “wide 
range of flexibility in setting costs, there are sure to 
be abuses at the expense of the public and of the 
scrupulous.” 

The chairman of a food company believes that the 
evasive spending of cheap money can be stopped only 
by patriotic impulses during an all-out war; and “any 
attempt,” says the vice president of a paper company, 
“to outlaw unreasonable spending will just make 
greater problems for the honest guy and at the same 
time will never control the chiseler.” 


Other Objections 


Other objections raised against a new EPT are that 
it will deprive management of cost control, increase 
the injustice of double taxation on stockholders, and 
will require subsidies from the government to finance 
corporate expansion. 


ALTERNATIVES TO AN EPT 


Manufacturers suggest a number of alternatives 
for an EPT. 
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They recommend the elimination of unnecessary 
spending by the government, particularly domestic 
expenditures. Some would cut out, or at least reduce, 
foreign aid. Such eliminations and reductions, ac- 
cording to the president of a paper company, would 
be sufficient to balance the federal budget; for, in 
his opinion, the high productive capacity of the coun- 
try with our present or even lower tax rates would 
yield enough revenue to pay for the costs of govern- 
ment, including the defense program. 

The great majority of survey participants, however, 
recognize a need for higher taxes and would proceed 
to balance the federal budget and pay for the defense 
program in one or more of these ways: 


1. By raising corporate normal and surtax rates by a 
flat percentage (5%, 10%, or even 15%), the raise to be 
expressly labeled a “defense” or “emergency” tax to 
facilitate prompt repeal when the emergency is over. 

2. By raising individual normal and surtax rates in the 
same way, or reducing the individual exemption again 
from $600 to $500. 

3. By having the government exercise care in procure- 
ment policies while there is no all-out war and renegoti- 
ate government contracts to prevent excessive profits.’ 

4. By imposing, extending, or increasing sales, excise, 
and luxury taxes, except on food and perhaps drugs. 


Many favor raising corporate normal and surtax 
rates because this would be easier to administer than 
an EPT, would give companies a knowledge of where 
they stand, and would probably provide more income 
to the government. Others feel that an EPT would 
be easier to repeal. This is the only sound reason some 
see for favoring it. 

Most suggestions for higher personal income and 
broader transaction taxes are tendered with the ex- 
pressed recognition that they would be politically 
unpopular and, so, may be beyond practical con- 
sideration. But several executives feel that manu- 
facturer’s excise tax concealed in the price of end 
products is politically feasible. 

Besides balancing the federal budget, it is felt that 
the higher personal income and the broader trans- 
action taxes would discourage buying and ease the 
inflationary problem. 


IF WE MUST HAVE AN EPT 


There was considerable difference of opinion con- 
cerning the form an EPT should take—if we must 
have it. 


Proper Name 


“Excess-Profits Tax” is considered a misleading 
title. Many would give the tax a truer name, one not 
calculated to deceive the public and one that indicates 


1For further details concerning manufacturers’ opinions of re- 
negotiation, see Conference Board Reports, Studies in Business Policy, 
No. 44, “Renegotiation in Peace and War.” 
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a temporary status, such as “war tax,” “war profits 


tax,” “emergency tax,” or “defense tax.” 


Duration 


Opinion is unanimous that the tax should not be 
applied retroactively to 1950 income. January 1, 1951, 
is suggested as the effective date. Since the tax is 
an onerous one which corporations and the economy 
as a whole can endure only for a relatively brief 
period, the Act which imposes it ought, in the opinion 
of cooperators, to provide for its early demise. 


Application 


By a vote of 63 to 15 among survey cooperators, all 
business. income, corporate, partnership, and indi- 
vidual, should be subject to the EPT, if we have one. 
The difficulty of administration over partnerships and 
individuals is the minority’s reason for restricting the 
tax to corporations. But says the chairman of a rail- 
road equipment company, “problems of administer- 
ing an EPT on individuals and partnerships are no 
more involved than those in the case of corporations.” 
And to the president of an electrical appliance and 
supply manufacturer, it “seems so terribly wrong to 
apply the tax to corporations. The management of a 
corporation is entitled to just as much credit for know- 
how as the doctor and the lawyer.” The chairman of 
a food company also points out that EPT will have 
a tendency to increase wages and that increasing 
wages are a principal factor in the current inflation- 
ary trend. “If the EPT could be applied to all ele- 
ments of the economy,” he remarks, “it might be 
quite effective.” 

It is generally felt, however, the EPT should not 
apply to such income as wages, dividends, interest, 
annuities, and pensions. An EPT on wages, several 
executives point out, would impose an unjust burden 
on young people whose best earning years are ahead 
of them. As stockholders already are subject to 
double taxation, it is asked, why aggravate the in- 
justice? 


The Base Period 


Cooperating companies favored the following base 
periods, if we are compelled to have an EPT: 


Base Period Number of Companies Preferring 
TOGAG Ga OAD ere ae en oe KE Exo tteusite carole 37 
LOAG ONL DOOR ee ratio tine et soebones cheer rc. sais 11 
TOA OT GAG tere Riese rece e Pe Ente TIE Bete fey ahaa vais 
TOA T Koel SOME setesen aa aie Gen serene ened peel arose Nolegie 14 
TOASTEG PLO DO res kes ee estas eet oess eho per cmos olen 2 


All agree that the war and prewar years would be 
an unrealistic base, but a railroad equipment manufac- 
turer would permit a corporation “to disinter its 
1936-1939 base with adjustments for increase in capi- 
tal since December 31, 1939.” 

The year 1946 is excluded by many industries on 
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the ground that it was a year of reconversion when 
profits were relatively low. Those who exclude the 
year 1950 do so on the ground that the income for 
this year would include profits due to the defense pro- 
gram; but that is denied by some on the ground 
that defense contracts will not “filter down” into 
profits until 1951. 

It seems that most companies would be satisfied 
with a base period of 1946 to 1950, inclusive, espe- 
cially if they could have the privilege of selecting the 
best three or four of those years. Only the machine 
tool industry may be discontented with this base 
period because “many companies within this industry 
suffered losses in 1946 and 1947, broke even in 1948 
and had subnormal profits in 1949. Any base period, 
therefore, would result in unfavorable and discrimina- 
tory taxation for many companies making machine 
tools.” 

If an EPT endures, the base period will become 
more and more unrealistic as time passes. To meet 
that problem, a few companies suggest base periods 
from three to five years before the current taxable 
year with the option to select best years within a 
larger base period. 

A 100% credit for base period income is unani- 
mously desired; 95% to 90% credit “might possibly 
be endured”; but any smaller percentage credit is 
thought too low. 


Invested Capital 


The largest number of cooperating manufacturers 
favor an 8% to 10% profit on invested capital when 
this method is used for calculating an EPT. As some 
recommend a sliding scale, the following tabulation 
classifies preferences by lowest acceptable rates: 


Lowest Acceptable Rate Number of Companies 


(Per Cent Return on Investment) Preferring 
Do tice Ata oo agate, STOR oe allera eRe: OILS RO RE ae 2 

Geet Jo ide cine Be On ae ROE Oe ee 9 

Pm ys BIG. it BEES 5 |e SMR icy AR SOO 3 

ee ee ee we Coit Cee Ne em eS 18 

DF Noga che iieiveetenclowes foes weer te ier ene acre eae 1 

LO rei a he eA ee Le =) Ldevocate coareeel eae eee ea a 26 
LEO. 20 255 Seah a re re a ene 9 


One who selected 5% and several who selected 6% 
did so in a scale rising to 8% and 10% on the first 
segment of invested capital. 

However, a fixed rate on all invested capital is 
preferred over rates which recede as invested capital 
increases. Several of the survey cooperators state 
that “invested capital” should include all borrowed 
capital. 


Highest Equitable EPT Rate 


A number of the survey replies declined to specify 
any rate because of total opposition to the tax, and 
many of the 70% to 80% selections are on the basis 
of 100% credit for ample base period income, and 


high invested capital credits (10% to 20%). No one 
in the survey believes that the over-all tax, normal, 
surtax, and excess-profits tax, should exceed 80% of 
net income. 

Opinions as to the highest equitable EPT rate, be- 
yond which the law of diminishing returns sets in, 
vary widely: 


Highest Equitable EPT Number of Companies 
Rate (%) 


NONE? ones ack oe or een eee 12 
AO HO AO. ceeded acu ee kee Sie Gheatiel ge ota ee 3 
BO’ tO SST. wae ee ns Oe oe eee Cn eee 12 
60 'to 6b Sean ne Se eee 9 
70: tO:17 5) ee 2 era Ge eee Bee 20 
80:t0 83. ise he sotto a ee RE eae eae 9 

OO ck sao Mon oe hoe a Oe Q 

Other Thoughts 


It is suggested that the new act should make allow- 
ances for depreciation in the dollar since the base 
period; that exemptions be given to small companies; 
and that post-emergency refunds be provided for. 
And that companies which spend money on plant 
and equipment to fill defense contracts should be 
given relief through accelerated depreciation. 

To encourage rather than discourage production, 
one executive suggests “that under both income- 
credit method and the invested-capital method, the 
margin of profit, either in per cent of sales or per 
cent of capital, actually experienced during the base 
period years be considered as the basis for determin- 
ing the excess-profits base.” 

For, he points out: 


“During the war companies such as our own that oper- 
ated under the income credit method had little incentive 
other than patriotism to induce them to strive for larger 
volume. A tax method that takes volume into consider- 
ation would provide more incentive for companies that 
produce efficiently. An additional increment of volume 
should be rewarded by the allowance of additional profit 
exempt from the excess-profits tax. During the last war the 
excess-profits tax had a fixed dollar amount instead of a 
percentage of sales exempt from the tax, and in many cases 
it proved advantageous for a company to earn this limit 
with as little production as possible.” 


The chairman of a mining company brings up one 
point few think about—war losses: “There are many 
enterprises that cannot convert to or profit by war, 
so there are many cases where an enterprise, includ- 
ing owners and employees, must sacrifice rather than 
profit during war years.” He adds: “Should all so- 
called excess-profits taxes be turned over to the gov- 
ernment or should a part of ‘war profits,’ rather than 
so-called ‘excess-profits,’ he channeled to those who 
sacrifice and practice super economies in order to 
keep their business alive during war years?” 


Other Controls with an EPT 
THe ConrereENcE Boarp’s October survey of 
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business practices, dealing with government controls, 
indicated that manufacturers are of the opinion that 
Congress should “control all or nothing.” By an 
overwhelming vote, the participating companies pre- 
ferred “nothing.” 

This preference still holds. In the event that an 
EPT is adopted, the “tax must be accompanied by 
wage and price controls; and those controls must be: 
come concurrently effective with the tax.” 

Scattered opinions are that once we have an EPT, 
Congress will have to control “everything” or estab- 
lish “broad” and “complete” control. 

Individual thinking on direct and indirect controls, 
which will need to be imposed, include: 


Sales and excise taxes 

Further increases in personal income taxes 
Stiffer credit regulations 

Material allocations 

Rent control 

Control of government spending 


A few would control the spending of “ten-cent” 
EPT dollars by thorough government auditing, dis- 
allowance of unreasonable expenses, limits upon do- 
nations and advertising expenses, and a tie-in of cur- 
rent expenses to expenses during the base period. 

But the president of a building material company 
recommends that with these “ten-cent” dollars, “your 
long-term promotional and sales educational expendi- 
tures be aggressively increased so that you will re- 
ceive delayed benefits at such time as the inequity of 
the EPT becomes so flagrant that it will cause its 
repeal.” 

Artuur W. NEVINS 
G. CLarK THOMPSON 
Division of Business Practices 
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Peak Pay for 
Production Workers 


VERAGE hourly pay of production workers was 
augmented again in September for the tenth 
consecutive month. The latest figure, compiled by 
the Bureau of Labor Statistics, amounted to $1.48 
an hour, a gain of 1.6 cents over the August level. 
Not since November, 1949, has such a sharp month- 
to-month rise been recorded. Large-scale wage-rate 
increases and cost of living adjustments were impor- 
tant factors. The entry of many new workers into the 
higher-paying industries, such as chemicals, trans- 
portation equipment, primary and fabricated metals, 
also contributed. Other factors were the demand for 
skilled personnel and the provision in several recent 
key settlements for an additional increase to skilled 
classifications. 


FEWER ACCESSIONS 


Although the September factory force (12,943,000 
production workers) was the largest recorded by the 
bureau in the past two years, the actual number of 
accessions from August and September reflected a 
slack in factory hiring. During the third quarter 
of 1950, nearly 1 million production workers were 
placed on manufacturing payrolls. Seventy-three per 
cent of the accessions were reported between July and 
August, when the full impact of the Korean war first 
hit the assembly lines; 18% was reported between 
August and September. A continued stream of orders 


INDUSTRIAL EARNINGS, HOURS AND PAYROLLS! 


All Manufacturing Industries 


Date 


Indexes 
1989 Average =100 


Durable Goods 


Nondurable Goods 


Avera; Avera; Average Average Avera; Average Average Avera; 
Hourly Weekly Weekly Hourly Weekly Weekly Hourly Weekly Wo 
Earnings Earnings Hours Earnings Earnings Earnings Earnings Hours 
1949 August........... $1.399 $54.70 39.1 $1.473 $57.89 : $1.319 $51.31 38.9 
September........ 1.407 39.6 1.482 58.69 39.6 1.328 52.59 39.6 
October.......... 1.392 3 $9.7 1.458 58.17 39.9 1.325 52.47 39.6 
November........ 1.392 5 39.1 1.457 56.82 39.0 1.325 52.07 39.38 
December........ 1.408 4 39.8 1.476 59.19 40.1 1.334 52.69 89.5 
4 SHOOT 1.418 39.7 1.485 59.40 40.0 1.343 52.91 89.4 
es aenths Cad OOF 1.420 : 39.7 1.483 59.47 40.1 1.350 53.06 89.3 
March 1.424 ¥ 39.7 1.486 59.74 40.2 1.353 53.04 39.2 
April Wtsieve Bisyst stale’ = 1.434 : 39.7 1.499 61.01 40.7 1.355 52.17 38.5 
Maya ins cyesc ea 1.442 : 39.9 1.509 61.57 40.8 1.358 52.83 38.9 
UNC ahcte vince «2:61 sr 1.453 : 40.5r 1.5227 | 62.86r 41.3 1.365r | 53.927 39.57 
MUL Yaenn sissies 3, 50's 1.462 5 40.5 1.533r 62.85r 41.0r 1.374r 54.69r 39.8 
August.......... 1.464 F 41.2 1.539 64.33 41.8 1.374 55.65 40.5 
Septemberp...... 1.480 : 40.9 1.560 64.90 41.6 1.382 55.42 40.1 
pPreliminary estimate. rRevised. !Production and Nonsupervisory Workers 


Source: Bureau of Labor Statistics 
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Number of Production Workers in Manu- 
facturing Industries 


In Thousands 


0 
193 “4 "43 45 
Source: Bureau of Labor Statistics 


in the latter survey month kept the primary metal, 
fabricated metal and transportation industries par- 
ticularly busy. Seasonal factors among the soft goods 
industries kept that group humming, too. 

Accessions receded slightly from the near four-year- 
average high of 66 per 1,000 employees in August 
to 57 per 1,000 in September (figures based on a com- 
posite of selected manufacturing industries). Despite 
this drop, the level remained well above any of the 
accession rates recorded in over two years. 


—E. M. C. 


Business Forecasts 


(Continued from page 465) 


Bureau of Agricultural Economics (Tobacco Situation, 
released October 28) —“In 1951, United States cigarette out- 
put, which absorbs 75% to 80% of the tobacco used domes- 
tically, will probably exceed the record high of about 395 
billion estimated for 1950. . . Consumption of cigars, 
smoking tobacco, chewing tobacco, and snuff may show 
increases in 1951. . . The 1951 exports of unmanufac- 
tured tobacco from the United States seem likely to be 
higher than 475 million pounds (export weight) , the expected 
level for this year.” 


Construction 


Thomas S. Holden, president, F. W. Dodge Corporation 
and Clyde Shute, assistant vice president (Architectural 
Record, November) —‘“The estimated over-all decline of 19% 
in dollar volume of building and engineering contracts to 
be awarded in the thirty-seven eastern states is a moderate 
one, all things considered. This is a cutback from the peak 
construction volume of all time; it leaves a dollar total 


measurably greater than that of any year except 1950, and 
a physical volume total that would compare favorably 
with other prosperous construction years. We question 
whether there will be much change in the level of con- 
struction costs in 1951 . . . Regulation X is quite severe 
and . . . its effect, unless modified, would be to reduce 
housing volume considerably more than one third. In our 
estimates, we have assumed that Regulation X will be 
moderated some time next year, if such action actually 
proves necessary in order to produce in 1951 approximately 
two thirds of the 1950 housing volume. 


Estimated dollar volumes of building and engineering projects (in accordance with 
contract records for 37 eastern states; figures in millions io dollars) 


Estimate Estimate Percentag 
Classification Year 1950* Fock 1961 Change 
Total 
(Private and public ownership) : 
Nonresidential. 22) jo. akchiskiecekgiede cnsios 5,124 4,614 -10 
Residential; ik Foo Pia ee tees ae 6,529 4,236 -35 
Total buildings) ot. vase cause oe 11,653 8,850 24 
Public works and utilities.................. 3,000 3,000 0 
Lotal constructiony...:.. secs ces. nee 14,653 11,850 -19 
Private ownership 
Nonresidential...............-+ ou cetera aratate ses 3,240 2,773 -14 
Residential)’, ) 522 (ic. ok eracate se awle es eee 6,244 3,886 -38 
Total building’. h. 5k vets abree be eiecle 9,484 6,659 -80 
Public works and utilities.................- 439 532 +21 
Total constraction. j.i0scfauioc oes eek 9,923 7,191 -28 
Public ownership 
Nonresidential 3 st.) sctstels.ciatstotere a eicie gioteterevorere 1,884 1,841 -2 
Residential...) sacha aia seus Sou tamtcenane 285 350 +23 
Total building.(ao;. 2iyanstbes Sas ieee 2,169 2,191 +1 
Public works and utilities................-. 2,561 2,468 4 
Total construction......0..00sccceenees 4,730 4,659 -2 


*Nine months actual, last three months estimated. 


Population and Income 


J. Philip Wernette, professor, University of Michigan (in 
an address to the Life Insurance Agency Management Asso- 
ciation, November 14)—“The census this year shows a 
population of about 152 million. In 1960, I expect that 
the figure will be 169 million; in 1970, 186 million; in 1980, 
201 million; in 1990, 213 million; and in the year 2000, 221 
million. . There will be a corresponding rise in per 
capita income, increasing, I estimate, at the rate of about 
20% per decade. There will therefore, be an increase in 
the national income.” 

Bureau of Agricultural Economics (Farm Income Situ- 
ation, released November 3)—“In 1951, farmers’ cash re- 
ceipts from marketings, total gross income, and total ex- 
penses of production will probably all equal or exceed their 
previous highs established in 1948. Although farmers’ 
realized net income may be higher than in 1949 and 1950, 
it is not likely to reattain the levels of either 1947 or 1948. 
On the other hand, total nonagricultural net income in 1951 
is expected to rise further from its record high this year.” 


Electric Power 


Edison Electric Institute survey of power supply (Elec- 
trical World, October 30) —“Indications are that the Korean 
struggle has done nothing more than speed up the installa- 
tion of generating equipment. A full-scale war would do 
nothing but cut reserves in half and increase power output. 

. For the eight years 1946 through 1953, about 41.5 
million kw will have been added. Of this amount 31.5 
million kw will be in plants of electric companies, which 
will have over 73 million kw of generating capability, more 
than twice what they had at the beginning of 1941. The 
program for future years is based on the premise that gov- 
ernment controls will not prevent utilities from getting new 
generating equipment.”—C. P. 
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Consumers’ Price Index for Fifty-four United States Cities, and Purchasing Value of the Dollar 


Index Numbers, January, 1989 =100 
NS8S88SSS————eaessSsS—S—SS—SSSSSSS 


-———<<— |<< —<oq |———_$_ | |__| | | | 


—_——_— |S | | | | | | | | ESS 


Weighted Clothing 
Date Asereae of| Food Housing! 

toms Total Men’s 
1949 October....... eiereiatsre 160.4 204.0a) 118.7 144.0 156.5 
November.......... 160.5 204.0 113.7 143.8 156.4 
December........... 159.5 200.9 113.7 143.6 156.2 
Annual average...... 161.3 207.2 112.7 147.0 159.6 
1950 January............ 159.7 200.96} 114.7 143 .2 156.0 
ebruary*........... 159.1 199.3 114.7 142.7 155.7 
March Mrepeietelsie' eleva eeneie 159.7 201.0 114.8 142.6 155.5 
PR DY UR isis s) fiacé. oes 160.0 201.0c} 115.2r) 142.5 155.5 
IE Hye a 161.0 204.5 115.4r| 142.5 155.6 
PUNE ee Ns vo socte aise 162.2 207.7 115.3 143.0 157.0 
db sik Sea55 See eee 164.3 213.5d} 115.8r) 143.2 157.4 
IAMIBUSE. ci sets cose ok 164.9 213.5 115.9r} 143.9 158.0 
September.......... 165.9 214.6e) 116.0 146.47} 159.8 
Octobers. soho... eek 166.0 213.5f| 116.3 147.5 161.4 


Percentage Changes 


pt., 1950 to Oct., 1950...) +0.1| 0.5 
Oct., 1949 to Oct., 1950....| +3.5 |] 44.7 


1Rents surveyed quarterly, January 15, April 15, 
July 15, Oct. 15, from Oct. 1949, through January 


1950. + 
3Includes electricity and gas. 


+0.3 
+2.3 


+0.8 
+2 .4 


February 1950, forwar 


Prices Up Again 
in September 


ONSUMERS ’ prices practically reached the peak 
of two years ago in September, 1950—missing it 
by only 0.4% as of the 15th of that month. 

From mid-August to mid-September, prices rose 
0.6%, the seventh consecutive increase in 1950. 

Each major component in the index increased since 
August, 1950, and since September, 1949. Compared 
with the high of two years ago, food, clothing and 
housefurnishings were lower, while housing, fuel and 
sundries were higher. 

For the second consecutive month the largest 
rise occurred in housefurnishings. With the smallest 
weight of any component in the budget of the mod- 
erate income family, housefurnishings increased al- 
most twice as much, since September, 1949, as any 
of the other five components that make up the con- 
sumers’ price index. In the third quarter of 1950, the 
housefurnishings index increased from 148.3 in June 
to 156.3 in September. This was almost 5.5% above 
the pre-Korean level. Prices of sheets and living 
room sets continued upward, as did to a lesser extent, 
all other housefurnishings items. Bedroom and din- 
ing room furniture prices were 7% higher than a 
year ago at the Jamestown, New York, furniture mar- 
ket; upholstered furniture prices were up about 3%. 
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+3.1 


8Rents surveyed quarterly for individual cities from 


aBased on food prices for October 18, 1949. 
Based on food prices for January 16, 1950. 
cBased on food prices for April 13, 1950. 


+1.0 


Fuel? House- Purchasing 

furnish- | Sundries | Value of 

Women’s Total Electricity Gas es the Dollar 
133.3 128.8 92.3 101.9 147.4 155.2 62.3 
133.1 129.6 92.6 102.0 147.2 155.3 62.3 
132.8 130.1 92.6 102.0 147.5 155.3 62.7 
186.2 128.3 91.8 101.6 150.8 154.0 62.0 
132.3 180.5 92.6 101.7 147.6 155.4 62.6 
131.8 131.2 92.6 102.5 147.9 155.4 62.9 
131.7 131.5 92.7 102.3 147.7 155.5 62.6 
181.5 132.3 92.6 102.2 148.1 155.9 62.5 
131.4 129.7 92.8 102.2 148.1 155.9 62.1 
131.1 129.5 92.8 102.2 148.3 156.1 61.7 
131.2 130.0 92.8 101.4 148.9 156.3 60.9 
132.0 131.4 92.9 101.3 153.4 157.2 60.6 
135.0r| 132.1 92.9 101.3 156.3 158.0 60.3 
135.7 133.0 92.9 101.2 160.4 158.1 60.2 
+0.5 +0.7 0 | -0.1 +2.6 +0.1 0.2 
shat) +3.3 +0.7 0.7 +8.8 +1.9 -3.4 


dBased on food prices for July 13, 1950. 
eBased on food prices for September 14, 1950. 
f Based on food prices for October 16, 1950. 
rRevised. 


Of food items, eggs and green beans showed the 
sharpest rise. The rise in the food component (0.5%) 
would have been greater but for seasonal declines in 
prices of sweet and white potatoes, onions, and apples. 


Clothing prices were 1.6% higher in September 
than they were in August. Among the items that 
went up were women’s fur trimmed and untrimmed 
coats, men’s topcoats, overcoats and union suits. 


Fuel and sundries increased 0.5% during the month, 
while residential rents averaged an 0.2% rise from 
mid-August to mid-September, and one of almost 
3% from September, 1949. 


DOLLAR VALUE DOWN 


In the quarterly period from mid-June to mid-Sep- 
tember, the purchasing value of the January, 1939, 
dollar decreased 2.3%. According to indexes com- 
puted from the surveys of twenty-five cities in June 
and September, the Midwest and Northeast de-. 
creased in purchasing power by practically the same 
amount (2.3% and 2.2%, respectively) as the com- 
bined United States index. The purchasing value of 
the dollar in the South decreased almost twice as 
much (4.0%) and the West declined the least (1.6%) . 
(Hikes in food and housing costs principally account 
for the greater decline in the purchasing power of the 
dollar in the South. 

SuHirtey Fass 
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Selected Business Indicators 
(Annual statistics appear in “The Economic Almanac 1950,” pages 38, 39) 


1950 Percentage Change 
Item Unit SS ig ge 9 a 
September August July June Septacibar Septambee 4 Months 
950 1950 1960 
Industrial Production 
Total (ERB).(S)).ceescceniecetc te 1935-39 =100 || P 211 |r 209 196 199 .0 +21.3 +10. 
Manufacturing (FRB) (S)........ 1935-39=100 ]/P 219 | 7 218 205 208 5 +19.0 +10. 
Durable goods (FRB) (S)....... 1935-39=100 |p 250 )r Q47 236 237 2 +25.6 +10. 
Steel. Gri uli ss dae ache = cheats 000 net tons 8,200 |r 8,230 8,071 8,132 4 +24.3 +10. 
Pig irony... sae see seine telasien 000 net tons 5,697 5,770 5,879 5,633 3 +31.0 +6.! 
Copper (refined).............. net tons 111,842 108,465 96,734 113,961 ail +39.9 421. 
Lead (refined)............+... net tons 50,137 47,242 41,520 44,490 1 +43.5 +5. 
Zine (slab).j. 2 sirens jet os tele net tons 71,057 73,399 77,868 75,766 2 +1.0 +0.; 
Glass containers...........-.. 000 gross 8,673 9,133 8,870 9,125 .0 +14.9 +13.) 
Lumber. nS cee million bd. ft. 3,717 3,950 3,338 3,579 9 +18.4 +15.! 
Machine tools!............... 1945-47 = 100 101.5 | r 95.7 68.3 91.9 1 +50.1 +7. 
Machinery (FRB)............ 1935-89=100 || p 284 r 279 265 262 8 +26.8 +8.( 
Transportation equip. (FRB). .|| 1935-839=100 ||P 285 r 287 Q74 Q77 al +13.1 +5.) 
Automobiles, factory sales..... units 616,827 | 682,782 | 595,067 | 720,688 oe +15.3 +26. 
Nondurable goods (FRB) (S)....|| 1935-39=100 ||P 195 |r 195 181 184 +13.4 +11.) 
Cotton Arsor act eer bales 968,484 | 807,840 | 610,555 | 841,297 +19.9 +36.7 +24. 
Woot) atoms sea eecabor million pounds n.d. 65.0 |7 41.7 52.0} ~ : +55.9b] +88.9c]| +30.: 
Rayon yarn’...........e.00+: million pounds 79.0 }r 85.1 )7 79.7 78.0 -7.2 « +5.6 +27. 
Food prod., mfd. (FRB) (S) 1935-39 =100 || P 165 | r 167 166 164 el #—1.2 +0. 
Chemicals (FRB) (S)......... 1935-39 =100 || P 267 | r 266 261 261 +0.4 +13.1 +7.5 
Newsprint, North American. ..|| short tons 522,143 | 657,325 | 523,535 | 529,387 6.3 +7.5 +2. 
Paper’. och tec canes % of capacity 101.7 105.8 90.8 103.2 : -3.9 +13.4 +17. 
Paperboard........:.2.0s-e00- % of capacity 96 100 82 94 4.0 +10.3 +14.1 
Boots and shoes.............. thous. of pairs n.d. 48,412 | 7 35,465 39,070 +86.5b +4.3¢ +3.5 
Cigarettes (small)?............ millions 30,704 | r 39,126 27,374 32,815 -3.3 +2." 
Mining (CE RB) (8) oc- ec eee 1935-39 =100 || P 162 158 144 151 +36.1 +5.( 
Bituminous coal..,.... teres 000 net tons 46,751 49,983 |r 35,874 46,318 +136.3 +67) 
Anthracite) .w.c ch csuisercceiece 000 net tons 3,862 |r 4,417 2,875 4,196 6 +82.7 +10.( 
Crude petroleum®............. 000 barrels n.d. 5,665 5,484 5,378 3b} §=6+18.5¢ +2. 
Electric powert.............0-e00 million kwh 6,370 6,331 5,974 5,991 6 +16.1 +10.! 
Construction®:,2...0<clmeceen sewer 000 dollars 1,286,541 | 1,548,876 | 1,420,181 | 1,345,463 | 1,093,724 -16.9 +17.6 +49.5 
Heavy engineering—Public’........ 000 dollars 92,221 92,516 | 118,947 | 105,265 81,366 -0.3 +13.3 +15. 
Heavy engineering—Private’....... 000 dollars 147,662 | 140,421 174,817 | 145,613 80,696 +5.2 +83.0 +82.) 
Distribution and Trade 
Carloadings, total**............... thousand cars 845.2 844.0 768.7 789.1 677.3 +0.1 +24.8 +2.4 
Carloadings, miscellaneous**........ thousand cars 393.2 393.8 363.0 373.0 344.2 0.2 +14.2 +5." 
Retail trade (NICB) (S)........... 1935-39 =100 n.a. 358.7 373.1 331.5 316.1 -3.9b +13.5c¢ +4." 
Department store sales (S)......... 1935-89 = 100 320 335 362 298 289 4.5 +10.7 +5. 
Variety store sales (S)............. 1935-39 = 100 234.0 236.9 |r 227.3 224.0 225.6 -1.2 +3.7 +1. 
Rural retail trade (S).............. 1929-31 =100 n.a. 386.9 420.0 353.0 331.9) -7.9b +16.6c +3.5 
Grocery chain store sales (S)’....... 1935-39 = 100 390.0 |r 402.0 410.9 378.9 368.1 -3.0 +5.9 +4.$ 
Magazine advertising linage........ thous. of lines 4,505 3,791 3,175 2,974 3,921 +18.8 +14.9 +4.( 
Commodity Prices 
All commodities (BLS)............ 1926=100 p 169.5 |r 166.4 162.9 157.3 153.5 +1.9 +10.4 +1.5 
Raw materials. .........50.00020- 1926=100 p 181.7 |r 179.1 175.8 167.7 162.0 +1.5 +12.2 +2.5 
Semi-manufactured articles....... 1926=100 p 165.6]r 159.2 152.9 148.4 147.8 +4.0 +12.0 -1.: 
Manufactured products.......... 1926 =100 p 164.0]r 161.2 158.0 153.5 150.1 +1.7 +9.3 +1.) 
Farm products...............+6. 1996=100 p 180.4]r 177.6 176.0 165.9 163.1 +1.6 +10.6 -1. 
Boods ete’ etnies Tere 1926=100 Die Lines, 174.6 171.4 162.1 162.0 +1.5 +9.4 +0.5 
Sensitive industrial (NICB)‘....... 1929=100 199.9 192.8 172.9 157.7 139.3 +3.7 +43.5 +16. 
Sensitive farm (NICB) Apts, See, A eared 1929 =100 195.8 196.7 196.2 180.4 171.6 -0.5 +14.1 +5. 
Retail prices.............s0eeeee0. 1935-39 = 100 192.3} r 190.8 190.0 187.3 187.2 +0.8 +2.7 -0.5 
Securities 
Total stock prices (Standard & Poor’s)| 1985-89 = 100 151.7 147.2 138.2 147.7 123.8 +3.1] +492.5| +420. 
Todustrials.cocdui does seks eee 1985-89 = 100 166.0 158.0 147.3 157.6 130.3 +5.1] +4297.4| +499.: 
Railroads:; Acetic, nce ls aloes 1935-39 = 100 125.1 120.6 109.7 107.1 95.1 +3.7 +31.5 +16.5 
Utilities 23s Maisie ato ee ts Bieter neh 1935-39 = 100 104.9 104.2 103.0 111.5 100.0 +0.7 +4.9 +12. 
Total no. shares traded N.Y. Stock Ex.|| thousands 46,388 49,771 56,669 54,030 29,617 -6.8 +56.6 | +102. 
Corporate bond yields (Moody’s). . .| per cent 2.86 2.85 2.90 2.87 2.90 +0.4 -1.4 4. 
Financial Indicators 
Bank debits, outside New York City4| million dollars 65,234 65,453 59,743 63,321 53,075 -0.3 +22.9 +11.! 
New capital corporate issues........ 000 dollars 289,717 264,431 292,385 597,575 128,442 +9.6 +125.6 -17.! 
Refunding issues.................. 000 dollars 19,630 133,820 20,989 275,723 43,097 -85.3 -54.5 +490. ! 
Comm., industrial and agric. loans‘.|) million dollars 15,376 14,364 13,772 13,497 13,213 +7.0 +16.4 -0. 
Total personal income (S)*......... billion dollars 228.3 |r 225.4 |r 220.7 Q17.1 2038.4 +1.3 +12.2 +6. 
Money in circulation, end of month.|| million dollars 27,159 | r 27,120 27,010 27,156 27,412 +0.1 -0.9 -1.. 


S Adjusted for seasonal variation ‘Shipments  *Consumption; cigarette consumption measured by tax-paid withdrawal  *Average daily ‘Average weekly ‘5F, W. Doc 
sEngineering News-Reeord—average weekly 7Grocery and combination chain store sales 8140 centers 9Annual rate aAugust, 1949 bPercentage change, July, 1950, 
August, 1950 ePercentage change, August, 1949, to August, 1950 | _dPercentage change, 8 months 1949 to 8 months 1950 eEstimated flees than +.05% ne 
available pPreliminary *Value as traffic indicator subject to variations in length of haul and amount loaded rRevised 
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Do We Need Price Controls? 


As the defense program gains momentum, more and more machines are 
turned to making military procurement items instead of civilian goods. 


And when there are not enough civilian goods to supply effective 
demand, what should determine how the goods are distributed? 


Should it be price controls? Rationing? Ora 
combination of the two? 


Should demand be curbed by excise taxes? 
Higher income taxes? 


Or should the classical mechanism of supply 
and demand be allowed to operate unchecked? 


Experts gathered in round-table conclave probe 
the problem from many angles in: 


PRICE CONTROL 
IN A 
DEFENSE ECONOMY 


In this Studies in Business Economics, No. 
26, regular members of the Conference Board 
Economic Forum vie with former OPA econom- 
ists and practitioners in dissecting the econom- 
ics of our present nonwar-nonpeace era. Explore 
with these experts the ways and means available 
for keeping the home and defense fronts in 
equilibrium. 
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